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F R O M  T H E  E D I T O R

The Original Disrupter

W
hen Clayton Christensen 

and I first appeared at an 

event together to discuss  

a book that he and I had 

coauthored, I wasn’t sur-

prised to see a crowd gathering to talk to him after 

we spoke. The opportunity to share an observation 

or ask a question of Clay, one of the world’s truly 

original thinkers, was special. But I had to laugh at 

how often that moment turned into a request for a 

selfie with him. Clay had clearly become a rock star 

of management thinking. He was patient with 

every photo request, grateful that a new generation 

was interested in his ideas, and eager to learn how 

those ideas were being used and advanced.

I was honored to be asked by the editors of MIT 

Sloan Management Review to guest-edit the spring 

2020 issue on the future of innovation. Having 

spent the past decade working closely with Clay, I’d 

had the chance to explore a wide range of relevant 

topics with him, including how the coming of AI, 

the rapid speed of innovation, and easy access to 

capital will affect how companies compete in the 

years ahead — all topics we explore in this issue.  

I started working with the team at MIT SMR well 

before Clay’s death in January 2020, so I was able to 

sit down with him for what would be his last inter-

view. Clay had continually refined his own theories 

over the years, but he was still wrestling with many 

questions, as you’ll see in our Q&A on page 21.  

He was pleased to learn how the academics and  

practitioners featured in this special issue were 

thinking about some of the biggest innovation 

challenges looming for companies. 

Clay was more interested in getting to the right 

answer than in being right. And for him, getting  

to the right answer started with asking the right 

questions. For instance: What does the ascendance 

of a new generation of straight-to-consumer dis-

rupters tell us about how innovation is evolving? 

What are the sources of disruption that every com-

pany must monitor? Is disruption always the right 

strategy — or not? And why have companies not 

gotten better at solving the innovator’s dilemma 

two decades after Clay first helped us understand 

how disruption occurs? 

We tackle these questions — and many more — 

in this issue, dedicated to the memory of the 

original disrupter, Clayton Christensen. 

Karen Dillon // @kardillon
Guest Editor
MIT Sloan Management Review
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I
n the decades since Clayton M. Christensen first shared his Theory of Disruptive 
Innovation with the world, his thinking has led to the creation of billions of 
dollars of revenue, hundreds of companies, and an entirely new paradigm for 
how industry entrants upend established giants. Karen Dillon — Christensen’s 
longtime collaborator and guest editor of this special issue of MIT Sloan 
Management Review — had a chance to sit down with him before his death in 
January to learn how he had refined his thinking, what the future of innova-
tion looked like through that lens, and what questions he was still wrestling 
with. This is an edited version of their conversation.

Disruption 2020:  
An Interview With  
Clayton M. Christensen
With technology and capital rapidly increasing the pace of innovation, Christensen’s 
thinking is more relevant today than ever. What do we know now about the power of  
disruption and where it’s taking us?
CLAYTON M. CHRISTENSEN, INTERVIEWED BY KAREN DILLON

S C O U T I N G  T H E  H O R I Z O N
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MIT Sloan Management Review : Over the years, the phrase disruptive innovation has come to mean 

all manner of things to people. But the broad, sweeping implication that “disruptive” is synonymous 

with “ambitious upstart” is not correct, is it? How would you like to define disruptive innovation for 

the record? 

CLAYTON M. CHRISTENSEN: Disruptive innovation describes a process by which a product or service 

powered by a technology enabler initially takes root in simple applications at the low end of a market — 

typically by being less expensive and more accessible — and then relentlessly moves upmarket, eventually 

displacing established competitors. Disruptive innovations are not breakthrough innovations or “ambi-

tious upstarts” that dramatically alter how business is done but, rather, consist of products and services that 

are simple, accessible, and affordable. These products and services often appear modest at their outset but 

over time have the potential to transform an industry. Robert Merton talked about the idea of “obliteration 

by incorporation,” where a concept becomes so popularized that its origins are forgotten. I fear that has 

happened to the core idea of the theory of disruption, which is important to understand because it is a tool 

that people can use to predict behavior. That’s its value — not just to predict what your competitor will do 

but also to predict what your own company might do. It can help you avoid choosing the wrong strategy. 

You have been a big proponent of the benefits  

of causal theory. What do you think of the  

argument that big data obviates the need to 

seek causality?

CHRISTENSEN: Well, it’s important to first recog-

nize that the data are not the phenomena. They are 

a representation of the phenomena. Also, we must 

recognize that God did not create data; any piece of 

data you or I have ever encountered was created by 

a human being. Unable to fully capture this won-

derfully complex world, we human beings use our 

bounded rationality to make “decisions” about 

what aspects of the phenomena to include, and 

which to exclude, in our data. 

These decisions become embedded in the tools 

we use to create and process data. By definition, 

these decisions reflect our preexisting ways of 

thinking about the world. These ways of thinking 

are sometimes good and reliable — guided by 

known causal relationships. But oftentimes they 

are not. No quantity, velocity, or granularity of data 

can solve this fundamental problem.

I believe that in order for our scientific under-

standing of the world to progress, we must continually 

crawl inside companies, communities, and the lives 

of individuals to create new data in new categories 

that reveal new insights.

As an example, in my early research on the disk 

drive industry, I catalogued by hand every disk drive 

that had been bought or sold over the years after 

scouring hundreds of “Disk/Trend” reports. And 

while I was starting to see a pattern of the low-end 

companies quickly rising to prominence and chal-

lenging established leaders, it wasn’t until I went out 

to Silicon Valley and spoke with executives in the 

space that I fully grasped how incapable incumbent 

leaders are of responding to disruptive entrants. 

The data alone would have never generated those 

insights. 

Big data also tends to gloss over or ignore anom-

alies unless it’s crafted carefully to surface these to 

humans. That is, big data tends to be far more fo-

cused on correlation rather than causation and as 

such ignores examples where something doesn’t 

follow what tends to happen on average. It’s only by 

exploring anomalies that we can develop a deeper 

understanding of causation. If you think about it, 

following a big data approach is what powered our 

understanding of the sun, moon, stars, and Earth 

for years, but it was only when Galileo peered 

through a telescope that we could start to under-

stand more deeply how these celestial bodies 

moved in relation to one another.

You have commented that the inability to create 

disruptive growth helps explain Japan’s economic 

malaise. Do you worry that the series of mergers 

resulting in bigger and bigger companies that 

seem to primarily focus on stock buybacks is  

creating the same conditions for the U.S.?

CHRISTENSEN: I absolutely worry about this. In 

the latest book that you and I wrote together, The 

Prosperity Paradox, we describe three types of inno-

vation, all of which have a different impact on the 
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growth of a firm and — by extension — a nation. 

Sustaining innovation, which most understand, is 

the process of making good products better. This is 

important for any economy, but once a market is 

mature, it generates little net growth in terms of new 

factories, new jobs, new technology investments, 

and so forth. There is also efficiency innovation, 

which is when a company tries to do more with less. 

By their very nature, efficiency innovations don’t 

create new growth, because their purpose is to 

squeeze more out of what you’re putting in. They 

generate free cash flow for companies, which is im-

portant, but if not reinvested properly, that cash 

doesn’t necessarily lead to new growth. A third type 

of innovation consists of developing simple prod-

ucts for unserved populations who historically 

couldn’t afford or didn’t have access to something. 

These are what we call market-creating innovations, 

meaning they build a new market for new custom-

ers. These innovations are the source of growth in 

any economy, as they pull in resources, investment, 

operations, employees, and infrastructure in order 

to serve this larger population of customers. 

My sense is that we in the United States, like many 

other developed countries, are investing far too much 

energy in efficiency and sustaining innovations, 

and not enough in market-creating innovations. 

Buybacks are not inherently wrong, but at an extreme 

they indicate an inability of a firm (and perhaps an 

entire economic system!) to identify market-creating 

opportunities. There are many reasons why this is oc-

curring, but despite some recent incremental 

improvements to GDP and unemployment, the 

long-term economic picture doesn’t seem too rosy to 

me as long as this more fundamental problem goes 

unaddressed. 

In 2013, you made an off-the-cuff prediction that 

50% of the 4,000 colleges and universities in the 

U.S. would go bankrupt in 10 to 15 years. I know 

that at the time, you were saying that in a spon-

taneous conversation, but this observation has 

been cited many times since as the “doomsday 

knell” of higher education. Now that you’ve had 

more time to think through this prediction, do 

you want to revise it?

CHRISTENSEN: I’ll clarify a few things about the 

prediction. Rather than focus on bankruptcy, 

which is hard for colleges to declare (for regulatory 

reasons), what we’ll ultimately see is a lot of college 

closures and mergers. Since 2015, 14 schools have 

closed and nine have merged in New England 

alone. A new consulting firm was recently devel-

oped to help colleges merge. So this problem is not 

going away. I think 50% is on the high end of the 

scale, but not out of the realm of possibility, and 

25% to 30% of colleges failing over the next couple 

of decades is very realistic.

My colleagues have been extremely insightful 

and have added enormous precision and insight to 

what I predicted many years ago. Michael Horn, one 

of my coauthors on Disrupting Class and a co-

founder of the Clayton Christensen Institute, has 

recently written a very detailed summary of what in 

reality was a prediction of 25% that we made to-

gether in The New York Times in 2013. Although 

disruption — in the form of faster, more affordable, 

and more convenient college alternatives powered 

by online learning — is accelerating and a huge 

threat to established institutions, ultimately I’ve al-

ways felt that the bigger imminent danger is that 

their business models simply aren’t sustainable. 

We’d love to hear your thoughts on the nature of 

disruption today versus two decades ago. How 

has the threat to incumbents evolved? How has 

the opportunity to disrupt established markets 

transformed? We assume that everything has 

sped up and that the threats of displacement  

are greater today — but is that really so? 

CHRISTENSEN: The mechanics of disruption are 

the same as ever, but recent technological and 

business model innovations present unique op-

portunities and challenges for both incumbents 

and entrants. For example, the hotel industry 

hadn’t been disrupted for decades, only to be com-

pletely caught off guard by the likes of Airbnb. The 

internet, combined with near-ubiquitous mobile 

access, is continually creating very creative entry 

points for companies to target nonconsumers with 

more affordable offerings. So I don’t believe that 

the threat of displacement is necessarily greater, 

but certainly the fact that digital platforms can 

emerge and expand is something that I just hadn’t 

conceived of early in our research and deserves 

further study. 
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Does the rise of “digital transformation” present 

any anomalies to your theories?

CHRISTENSEN: Certainly there are anomalies wait-

ing to be discovered, and further research into 

digital-focused firms will yield profound insight 

into the boundaries of disruptive innovation theory. 

But I believe that the fundamental questions we’ve 

been asking for decades now apply just as much in a 

digital context as they do in an analog one. Who are 

your best customers? What is your organization ca-

pable or incapable of doing? What “jobs” are you 

trying to help customers get done in their lives? In 

what circumstances should you integrate, and in 

what circumstances should you modularize your 

firm’s and product’s architecture? Who are the non-

consumers, and what is limiting their access? These 

strategic questions are universal. 

The theory of disruptive innovation predicts 

what an incumbent will do in the face of a dis-

ruptive new entrant. That means incumbents 

should be well versed in what not to do. So why 

haven’t more companies solved the innovator’s 

dilemma?

CHRISTENSEN: Companies certainly know more 

about disruption than they did in 1995, but I still 

speak and write to executives who haven’t firmly 

grasped the implications of the theory. The forces 

that combine to cause disruption are like gravity — 

they are constant and are always at work within and 

around the firm. It takes very skilled and very astute 

leaders to be navigating disruption on a constant 

basis, and many managers are increasingly aware of 

how to do that. 

And in my experience, it seems that it’s often 

easier for executives to spot disruptions occurring 

in someone else’s industry rather than their own, 

where their deep and nuanced knowledge can 

sometimes distract them from seeing the writing 

on the wall. That’s why theory is so important. The 

theory predicts what will happen without being 

clouded by personal opinion. I don’t have an opin-

ion on whether a particular company is vulnerable 

to disruption or not — but the theory does. That’s 

why it’s such a powerful tool.

Many of your other theories are vital to under-

stand for companies that not only wish to avoid 

disruption but also for companies that aspire to 

be the disrupter. Your Theory of Jobs to Be Done 

explains how a would-be disrupter nails the 

right product or offering when an incumbent 

often can’t get it right. Can you explain what this 

is and why it’s so powerful? 

CHRISTENSEN: My colleagues and I have spent 

years trying to understand customer behavior — 

why someone would choose to buy one product or 

service over other options. What we know is that 

most companies tend to focus on data to help guide 

their decisions: They know market share to the nth 

degree, how products are selling in different mar-

kets, profit margin across hundreds of different 

items, and so on. But all this data is focused on cus-

tomers and the product itself — not what the 

customer is trying to accomplish in making the 

purchase. We believe that there’s a better way to  

understand that choice. We call it the Theory of 

Jobs to Be Done.

There is a simple, but powerful, insight at the 

core of this theory: Customers don’t buy products 

or services; they pull them into their lives to make 

progress. We call this progress the “job” they are 

trying to get done, and in our metaphor we say  

that customers “hire” products or services to do 

these jobs. When you understand that concept, the 

idea of uncovering consumer jobs makes intuitive 

sense. 

Each “job” has not only functional dimensions 

but emotional and social ones, too. Unless you un-

derstand the full context in which your customers 

are making a choice to “hire” your product or ser-

vice, you will be unlikely to create the right offering 

for them. You’ll just be treading water with them 

until they “fire” your product and hire one that un-

derstands them better. Successful disrupters often 

nail the Job to Be Done with their offering right out 

of the gate. Incumbents try to layer more bells and 

whistles on their product to make it appealing, but 

in reality, they are missing the fundamental insight 

of what customers are trying to accomplish. That’s 

why Netflix was so successful in disrupting 

Blockbuster. Reed Hastings intuitively understood 

that his customers hired Netflix to relax in their 

own homes, whenever they wanted. Blockbuster 

focused on increasing its profitability (for instance, 

through the horrendous late fees we all sheepishly 
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paid) rather than understanding why we chose to 

hire a video in the first place. Understanding the 

Job to Be Done provides a road map for successful 

innovation. 

I know that you relish the opportunity to chal-

lenge and strengthen your own theories. There 

is a sign at your office at Harvard Business 

School that reads “Anomalies wanted.” Are  

you ever “done” refining your theories? 

CHRISTENSEN: I have always welcomed chal-

lenges to my thinking. I think understanding 

anomalies — what a theory doesn’t explain — 

helps make the theory better and stronger. We 

refine the theory with those insights. My own 

thinking about the theory of disruption has evolved 

tremendously since I first published its findings in 

1995. My goal has never been to be right but to find 

the right answer. They’re very different things. I’ve 

long believed that asking the right questions is the 

only way to get to the right answer. And under-

standing what questions to ask takes real work.

What do you think people misunderstand about 

the theory of disruption?

CHRISTENSEN: Apart from what you’ve already 

mentioned, which is that disruption does not 

mean “breakthrough” or “new and shiny,” far too 

many people assume that disruption is an event. 

Rather, disruption is a process. It’s intertwined 

with the resource allocation process in the firm, in 

the changing needs of customers and potential 

customers, and in the constant evolution of 

technology. 

There is a growing set of companies that seem to 

be more fluid in how they approach strategy — 

like Amazon, Alibaba, and Tencent. Are these 

companies inoculated against the innovator’s 

dilemma?

CHRISTENSEN: This is a very interesting question. 

I am always wary when we hear that whatever is the 

high-flying company of the day has solved such a 

deep systemic problem. Remember, Sears, Digital 

Equipment Corp., and Eastman Kodak were all 

once hailed as paragons of good management, until 

circumstances changed. 

That said, there do seem to be some interesting 

connection points between the companies you 

mentioned. They have all built organizations that 

have put the customers, and their Job to Be Done, at 

the center. They also have demonstrated the ability 

to manage emergent strategy well. However, they 

also have been in the fortunate circumstance where 

their core businesses have been growing at phe-

nomenal rates, and they have had the presence of 

the founder to help, to personally get involved in 

key strategic decisions. 

One of my former doctoral students, Howard 

Yu (who now teaches at IMD), noted how impor-

tant what he called “CEO deep dives” are to 

wrestling with common innovation challenges, 

and all of these companies have had the good for-

tune to have leaders that are ready, willing, and 

able to do such deep dives. The question for each 

is, when growth inevitably slows, and when those 

founders inevitably move on, have they developed 

the systems, processes, and culture to keep that flu-

idity? Or, when circumstances change, will the 

story end the same way it did for other paragons of 

good management? We will learn something inter-

esting either way.

Anything you got wrong, in hindsight?

CHRISTENSEN: I’ve gotten my share of things 

wrong. One of the joys of being a professor is that I 

“ I have always welcomed challenges to my 
thinking. I think understanding anomalies —  
what a theory doesn’t explain — helps make 
the theory better and stronger.”

      — CLAYTON M. CHRISTENSEN
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am challenged on a daily basis by my students, and I 

know I’ve learned as much from them as they have 

from me over the years. 

Perhaps most notably, I initially misread the 

Apple iPhone. When the iPhone first launched, I 

suggested that Apple had entered late into an estab-

lished category with a sustaining strategy, and my 

research showed the odds of success of that strategy 

was low. I did not see it as disruptive. But then one 

of my former students, Horace Dediu, taught me 

that I had framed the problem incorrectly. I viewed 

Apple as a late entrant into the mobile phone busi-

ness, where in Horace’s view it was an early mover 

in the “computer in your pocket” business. Horace 

was right. And, to its credit, Apple then developed a 

business model that allowed it be a portable PC 

better than anyone else. People forget this now, but 

when the iPhone launched, the only applications 

you could run on it were those that were created by 

Apple. Indeed, the company was famously protec-

tive of its interdependent, proprietary architecture. 

To Steve Jobs’s credit, he and the team created the 

App Store and opened the architecture up enough 

to allow an explosion of useful add-ons. 

This example reinforced to me the importance 

of getting the categories right. When someone tells 

me they are disruptive, the first question I always 

ask is, “To what?” This is an important question, be-

cause disruption is a relative concept.

What questions are you still eager to answer?

CHRISTENSEN: Last year I had a conversation 

with Marc Andreessen about The Prosperity 

Paradox, and we were discussing the role firms play 

in economic growth. Having just come back from 

an Airbnb board meeting, Marc described how 

Airbnb gives ordinary people a platform to offer 

their services, whether they are cooking a meal for 

their guests, hosting a class, or giving a tour of their 

hometown. These citizens would otherwise be un-

able to participate in the tourism industry, but 

because of the digital platform of Airbnb, they 

now can. 

It occurred to me that in nearly every case, the 

firms we profiled to demonstrate how economies 

are built were those that built physical products. 

This meant they manufactured, distributed, sold, 

serviced, and designed goods for a non-consuming 

population, resulting in tremendous growth for 

their firm and their nation. But Airbnb and others 

like it don’t have to do any of those things, and yet 

they are creating opportunities all over the world. I 

am eager to explore further the growth potential of 

digital-first firms and understand what growth 

looks like in the years ahead. 

One of the topics I’ve loved exploring with you 

over the years has nothing to do with technol-

ogy but something far more important, in my 

mind. I know you’ve thought a lot about edu-

cating children — both in your personal life and 

in your research. What advice would you give 

parents of young children about how best to 

educate their children in today’s tumultuous 

world?

CHRISTENSEN: One of my favorite quotes says to 

let people “be anxiously engaged in a good cause.” 

Far too often, parents smother their children with 

lists, extracurriculars, and other “good” things so 

that children don’t learn how to self-manage and 

regulate their own lives. In our world, that’s a vital 

skill kids need to have because of how distracted we 

are becoming. 

Your theories have provided guidance not only 

for the senior statesmen of Silicon Valley but 

for a new generation of entrepreneurs all 

around the world. And you may have reached  

a pop culture pinnacle when you were the  

answer to a Jeopardy! question a few years 

ago. But what is it that you would most like to 

be remembered for?

CHRISTENSEN: I want to be remembered for my 

faith in God and my belief that he wants all of man-

kind to be successful. The only way to make this 

happen is to help individual people become better 

people, and innovation is the key to unlocking  

evermore opportunities to do that. 

Karen Dillon (@kardillon) is a former editor of  
Harvard Business Review and coauthor of three 
bestselling books with Clayton M. Christensen. 
Comment on this article at http://sloanreview.mit 
.edu/x/61316.

Reprint 61316.  Copyright © Massachusetts Institute 

of Technology, 2020.  All rights reserved. 
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 C
layton Christensen’s Theory of Disruptive Innovation first came to public 
attention 25 years ago. Christensen presciently explained that fast- 
moving disrupters entering the market with cheap, low-quality goods 
could undermine companies wed to prevailing beliefs about competitive 
advantage. In the last decade, however, the profile of disrupters has 
changed dramatically. The critical difference is that they now enter the 
market with products and services that are every bit as good as those  
offered by legacy companies. Their ascendance doesn’t undermine 
Christensen’s theory. In fact, they expand its reach and vitality — and 
make it harder than ever for traditional companies to compete. 

The New Disrupters
By entering the market with products and services that are every bit as good as those  
offered by legacy companies, a new breed of disrupters is making it harder than ever  
for traditional businesses to compete.
BY RITA GUNTHER MCGRATH

D I S R U P T I O N  2 0 2 0 :  C O M P E T I N G  O N  Q U A L I T Y
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The Classic Theory of Disruption
Before we look at how things have evolved, let’s briefly 

review why Christensen’s theory proved so influen-

tial and, indeed, disruptive to existing ideas of 

competitive advantage.1 Traditional strategy had 

been anchored on the notion of “generic strategies” 

in which a company could compete at the high end 

by differentiating, at the low end by pursuing cost 

leadership, or focus on serving a specific niche excep-

tionally well.2 Christensen illustrated a way for new 

entrants to cheerfully ignore these basic strategy dy-

namics. He showed how a new kind of dangerous 

competitor could wreak havoc by entering at the low 

end of a market, where margins are thin and custom-

ers are reluctant to pay for anything they don’t need.  

The new entrant comes in with a product or ser-

vice that’s cheaper and more convenient but that 

doesn’t offer the same level of performance on the 

dominant criteria that most customers expect from 

incumbents that have been working on the tech-

nology for years. The incumbents feel they can 

ignore the newcomer. Not only are its products in-

ferior, but its margins are lower and its customers 

less loyal. Incumbents choose instead to focus on 

sustaining innovation — making improvements to 

the features that have been of most value to their 

high-end customers.

Christensen showed the downside of ignoring 

the newcomers. Eventually, as these upstarts im-

prove, they become pretty good at the old dominant 

criteria. They also develop such solid innovations 

at the low end that they bring new customers into 

the market. Having doubled down on what has  

always worked, the incumbents fail to notice two 

things. First, they miss out on the meaningful value 

of the low-end innovations developed by newcom-

ers. Second, they are late to recognize that their own 

customers are less willing to pay more for more of 

the old attributes. Their key product has been com-

moditized, supplanted by a new technology that 

better suits the changed needs of customers.  

A prime example of this process occurred at 

Intel. The chipmaker enjoyed decades of high mar-

gins by selling high-end, powerful, and fast 

computer chips for laptops, desktop computers, 

and servers that allowed users to get the most out of 

increasingly power-hungry software. The company 

(and its customers) didn’t care much about power 

consumption because personal computers were ei-

ther permanently plugged into a power source or 

had sufficiently large batteries to go hours between 

charges. Dominant to the point of near-monopoly, 

Intel dismissed and largely ignored a new set of less 

powerful, albeit less power-hungry, chips based on 

the ARM architecture (created by a once-obscure 

British company).  

The smartphone revolution of the late 2000s  

exposed the fatal flaw in Intel’s offerings. The compa-

ny’s chips were power-hungry, but now users wanted 

light mobile devices that could last all day. Chips based 

on the ARM design were far more efficient — the new 

differentiating quality. Intel managers had been  

focused on making its core microprocessors better  

at what had always seemed to matter most. So the 

company missed the potential of mobile device chips, 

which more than made up for their lower margins  

by finding their way into billions — not millions —  

of devices.  

Intel’s struggles with chips for mobile devices  

illustrate two dimensions of the disruption de-

scribed by Christensen. The first is the market entry 

of a new competitor whose offerings are not good 

enough to meet the needs of established customers 

(PC owners). The second is the moment when that 

entrant creates a market by selling solutions to users 

who were never customers before, like smartphone 

manufacturers.3  

Christensen’s theory also highlighted the powerful 

way that management metrics and incentive struc-

tures reinforce this pattern. In his view, many of these 

combine to discourage executives from investing in 

innovation. Financials expressed as ratios, account-

ing-driven depreciation schedules, conventional 

business plans, and stock- or time-based rewards to 

managers all detract from a leader’s willingness to 

pursue uncertain (though potentially high-payoff) 

innovations. This has all been exacerbated by outsize 

rewards to executives and investors in the short run, 

which undermine investment for the long run.

The Rise of the Cheap, Convenient, 
and High-Quality Startup 
Today’s direct-to-consumer (DTC) disrupters illus-

trate a next evolution in the theory of disruption. 

These disrupters target the very core of incumbents’ 

existing businesses by using today’s broad array of 



DISRUPTION 2020  •  MIT SLOAN MANAGEMENT REVIEW   10SLOANREVIEW.MIT.EDU

SLOANREVIEW.MIT.EDU SPRING 2020   MIT SLOAN MANAGEMENT REVIEW   3

powerful digital technologies to offer products or 

services that are cheaper, more convenient, and every 

bit as good as existing offerings. The combination of 

“just as good” with new digital technologies creates a 

massive inflection point, putting more pressure on 

incumbents than ever.  

The traditional assumption underpinning most 

retail businesses was that the gatekeeper for product 

sales would be large distributors like Walmart, 

Target, or Carrefour. Vendors had to demonstrate 

large enough demand for a big enough customer 

segment to earn space on a distributor’s shelves. This 

gatekeeping function created several side effects. The 

first was that products themselves needed to be fairly 

standardized to offer consistency across the many 

distributor locations. The second was that the man-

ufacturers had relatively crude information about 

who the buyers were, how the products were stocked 

and displayed, and how they performed relative to 

competitors sold by the same vendor. The producer 

had relatively little control over the buying experi-

ence. For many producers, the most important 

“customer” was the retailer, not the end user.  

The 2010s saw an explosion of consumer- 

products companies that dispensed with the gate-

keepers to offer their products directly to consumers, 

hence the moniker D2C, or direct to consumer. 

Companies such as Warby Parker (founded in 2010), 

Dollar Shave Club (2011), Glossier (2010), Away 

(2015), Casper (2014), and Bonobos (2007) are up-

ending categories as varied as eyeglasses, men’s 

grooming, skin care, travel, mattresses, and clothing. 

Their value proposition to customers almost always 

features a comparable product at a lower price. More 

important, it always offers a shopping experience 

that eliminates many of the frictions and irritants of 

conventional retail.  

Dollar Shave Club (acquired by Unilever for $1 bil-

lion in 2016) made a point of criticizing flaws in the 

existing business model of conventional men’s shav-

ing products. In a hilarious video that went viral on 

social channels, cofounder Michael Dubin mocked 

the incumbent’s practices. “Do you like spending $20 

a month on brand-name razors?” he asks his mostly 

youthful audience. “Nineteen goes to Roger Federer! 

... Stop paying for shave tech you don’t need.” Gillette, 

the incumbent, was forced to react by reducing prices, 

launching a shave club of its own, and even venturing 

into edgy advertising (to mixed reviews). Still, its mar-

ket share has suffered, both from the competition 

with D2C companies like Dollar Shave Club and 

Harry’s and from the trend among men, particularly 

younger ones, to wear beards.

In a short period of time, new competitors have 

radically changed customer behavior in three sig-

nificant ways:

•  Consumers are now happy to purchase hard 

goods like mattresses, furniture, and even cars 

online. Previous generations found it unthinkable 

to do so. Making a wrong choice could involve  

expensive returns, lots of wasted time, ongoing 

quality and safety worries, and potentially even  

financial losses. Since making a wrong choice was 

seen as risky, the assumption was that consumers 

would always want to touch and feel such goods  

before making a big-commitment purchase.  

The new disrupters have eliminated that risk and 

complexity. Don’t like your Casper mattress after  

99 days? No problem — the company will come pick 

it up from you, free of charge. Casper has reduced the 

risk of making what once was a high-stakes  

decision. In 2019, the company’s revenues topped  

$500 million, taking a chunk out of an industry 

whose sales were reportedly $27 billion the same year.   

•  Almost everything can be sold as a service.  While 

the idea started with software (the famous software- 

as-a-service, or SaaS, model), you can now utilize 

clothing, furniture, cars, trucks, heavy equipment, 

and even pets on a subscription or limited-trial 

basis. Why bother to own products when you can 

get the same benefits only as needed, with flexible 

spending?  

•  Excess capacity is a consumer asset. The poster 

child for this trend is Airbnb, which created a mar-

ketplace in which ordinary people with underutilized 

real estate could make money by renting their space 

to strangers. As of 2019, Americans reportedly spent 

more money with Airbnb than they did with Hilton, 

accounting for some 20% of consumer money spent 

on lodging. The model is now extending to other 

asset classes, with startups like Neighbor.com, 

which connects homeowners with excess room at 

home to people who need storage space.  

The new 
disrupters 
have elimi-
nated risk 
and complex-
ity. Don’t like 
your Casper 
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Given the success, reliability, and proven value of 

these new D2C competitors, it’s hardly surprising 

that the value of many established brands is in sharp 

decline. Just as digital technologies allow companies 

to build businesses almost overnight, social media, 

digital channels, and online influencers can help new 

brands build meaningful identities and reputations 

at warp speed.  

The Digital Elements of the  
New Disruptive Model
These new D2C businesses have several similarities, 

each driven by digital technologies, algorithms, 

data analytics, and new forms of connectivity.

•  Access to assets, not ownership of  assets. 

Traditional organizations used the assets they 

owned to both create competitive differentiation 

and establish entry barriers. The D2C organiza-

tions, instead, participate in digital platforms that 

can virtually represent both sides of an on- 

demand transaction, removing friction and risk. 

Contracting for asset usage on an open market al-

lows them to scale quickly. However, it also makes 

their business models relatively easy for others to 

copy. The online mattress-in-a-box business, for 

instance, is thought to have as many as 150 new 

entrants. The amount of new entry echoes what 

Harvard professors William Sahlman and Howard 

Stevenson years ago called capital market myopia, 

in which startups charge into a category that can’t 

possibly sustain all of them.4  

•  Cocreation with customers. Digital channels  

eliminate middlemen. As their name implies,  

D2C companies create a direct relationship with 

their customers. This gives them powerful feedback 

loops in which they can more rapidly experiment, 

iterate, and customize offerings with far more flexi-

bility than a traditional retailer. The best D2C 

brands create a complete end-to-end experience, 

capturing the customer’s attention, loyalty, and 

data through the entire process rather than sharing 

it with anyone else. 

•  Always-on and mobile. There have always been 

organizations that sold directly to consumers 

(think L.L. Bean or Lands’ End). The new breed of 

D2C companies, however, uses mobile technology 

and mobile infrastructure to make interaction a 

24-hour, always-on experience. Consumers have 

come to expect that a D2C company is an easy and 

accessible partner for transactions and support, 

giving them what they want when they want it.  

•  Capital-light ecosystem business models. One 

common hallmark of D2C startups is that they  

require relatively little in terms of conventional 

capital. They outsource much of the operations, 

joining ecosystems built on digital platforms, 

where infrastructure becomes a shared resource. 

These companies don’t compete on better distri-

bution or supply chains — they can put together 

complex supply chains in a fraction of the time 

and expense it would take in an analog world. 

Instead, they compete on what really matters: a 

better customer experience.

The Theory of Disruption:  
What Stays the Same
Christensen’s original theory of disruption has 

held up very well in explaining why startups with 

little in the way of assets or existing brands can 

capture market share from well-entrenched in-

cumbents. Just as the theory predicted, incumbents 

considering investments in innovation that has the 

potential to cannibalize the existing business still 

find it unattractive and dangerous. They have little 

incentive to pursue opportunities with thinner 

margins than those enjoyed by their core business, 

and their corporate metrics tend to reinforce this 

status quo.  

As Christensen also predicted, the “jobs” cus-

tomers seek to get done in their lives remain 

remarkably stable5 — even though digital technol-

ogies have created entirely new ways to get those 

jobs done. Consider the job of making an apart-

ment comfortable by furnishing it. Today’s young, 

nomadic urban workers often find that it’s more 

convenient to accomplish that job by leasing furni-

ture than buying it. Incumbents can get blindsided 

by this kind of shift in how a job gets done. In par-

ticular, they may find that their competitor isn’t a 

traditional one but a company from a different in-

dustry altogether that has mastered the new digital 

technologies. Apple, for instance, is partnering 

These  
companies 
compete on 
what really 
matters:  
a better  
customer 
experience.
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with Goldman Sachs to issue an Apple-branded 

credit card. You might also think of e-retailer 

Alibaba’s threat to banks with its payment systems, 

Amazon’s move into groceries and brick-and-

mortar shops, or Uber’s effort to dominate third- 

party food delivery.

Christensen’s theory also holds for the fact that 

creating new customers by lowering prices enough 

to compete with nonconsumption is still a viable 

opportunity for crafty newcomers. Just as tradi-

tional disruptive competitors pulled new buyers 

into new markets by lowering prices, digitally dis-

ruptive companies make it radically cheaper, 

easier, and faster to become customers. Consider, 

for instance, what has happened in the market for 

hearing aids. A traditional fitting for a hearing aid 

required a labor-intensive and extremely expen-

sive visit to an audiologist and a cumbersome 

process of fitting and adjusting the devices. Eargo, 

a venture-backed startup, dispenses with all that. 

Its “invisible” hearing aids (inspired by a fishing 

fly) fit in your ear. You can fit them yourself. They 

recharge in a special case — no more hunting 

down and changing batteries. And the Eargo 

comes at a lower price point than traditional  

hearing aids, potentially opening a vast market of 

people who need hearing assistance but can’t  

afford the traditional model (especially when 

hearing aids are not covered by most medical 

plans).

Finally, Christensen’s perspective on what he 

called the capitalist’s dilemma is still with us.6 In 

many large organizations, incentives are not 

aligned with the market-creating innovation. One 

prominent example: Massive share buybacks, 

which handsomely reward executives while drain-

ing companies of cash that could be invested in 

innovation designed to win new customers by 

transforming exclusive products and services into 

simpler, inexpensive ones.7

The Theory of Disruption:  
What Has Changed
Christensen described disruption as a process that 

takes some time, as new entrants slowly progress 

from the fringe to the mainstream of an incum-

bent’s business.8 The most significant change since 

he first laid out his theory is that digital competi-

tors can now move with unprecedented speed.  

The conditions for entry into any sector that 

makes any margin at all have never been better. 

There’s ample available financing (as of this writ-

ing, anyway), talent aplenty in the gig economy, 

consumers who are comfortable buying just about 

anything sight unseen, and digital technologies to 

facilitate every operation that might previously 

have been an obstacle. As Warby Parker, Casper, 

and the like have shown, disrupters with a competi-

tive value proposition can drive scale at previously 

unimagined speed.  

A second departure from the theory of disrup-

tion has to do with the relationship between the 

traditional, core business and innovative new ones. 

In the original formulation, the core part of the busi-

ness had fairly predictable (if slowly declining) 

revenue numbers, customers whose needs could be 

identified, and rewards for replicating the existing 

model at scale. Innovative new businesses, on the 

other hand, have operated with a high ratio of as-

sumptions relative to knowledge, leading to practices 

such as discovery-driven planning, test-and-learn, 

and rapid experimentation.

Today’s digital disruption is so fierce that core 

businesses are less reliable than ever, and their de-

clines can sometimes be precipitous to the point of 

endangering the entire enterprise. Consider the 

fate of General Electric, once the darling of admir-

ing business school cases and now described as 

being “on life support.”9 GE’s management real-

ized relatively early on that digital was likely to 

bring massive change to its businesses. In 2013, it 

embarked upon a digital transformation with the 

launch of a platform called Predix, which was sup-

posed to harness the internet of things and bring 

disruptive change to the storied conglomerate. But 

GE failed to balance well its investments for the fu-

ture with the need to meet quarterly numbers. 

When Predix failed, its demise adversely affected 

the health of GE’s other, core divisions, leaving the 

company in dire straits.

There’s one more important change that’s hap-

pened since Christensen’s early work was published. 

Incumbents have learned a thing or two about  

disruption. Leaders at German metals distributer 

Kloeckner, for instance, determined that if they 

didn’t create a digital platform for doing business, 
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some upstart would do it to them, and they have 

been on a steady journey to digitize their industry. 

Other incumbents are willing to use their resources 

aggressively to combat disruption. They shell out 

eye-popping sums to acquire startups, they try 

their best to import a startup mentality and prac-

tices, and they leverage their own resources and 

heft to let their digital acquisitions or offshoots  

accelerate to scale. Walmart, for instance, spent  

$3.3 billion to acquire Jet.com, and millions more 

to acquire a string of D2C companies whose offer-

ings are appealing to a younger demographic. GM 

and Ford spent heavily to compete in the emerging 

sector of autonomous vehicles. Incumbents have 

read Christensen, and the best ones are doing  

everything they can to avoid the slothful mistakes 

of the past.

In general, when seeing a disruption coming, 

incumbents seem to fall into three categories. The 

first are those that fall into the classic Christensen 

trap and ignore the potential change completely. 

The second are those that spot the disruption and 

overreact, spending vast amounts of money and 

time on efforts to jump right into whatever the  

disruptive market seems to hold. What I would ob-

serve is that companies such as Kloeckner that 

begin to make modest investments in potential 

disruptions gradually create the capabilities to 

segue into the next phase without a wrenching 

downfall or excessive shift. Toyota, for instance, 

created a mass market for hybrid electric vehicles 

without abandoning its core internal combustion 

business, and it is one of the few profitable players 

in the electric vehicle arena.  

The Road Ahead for Incumbent 
Companies
Every traditional company should be aware that the 

very concept of sustaining innovation is at risk 

when a digital assault on the core business is as easy, 

fast, and affordable as it is today. Digital puts the 

disruptive mantra of “faster, cheaper, and good 

enough” on steroids. Business models enabled by 

digital create potential inflection points for every 

traditional business. Senior leaders and board 

members must accept that there are no safe bets.  

Yet, all too often, business leaders of incumbent 

companies spend way too much money on digital 

transformation efforts that fail to take the new eco-

nomics and business models of digital disrupters into 

account. Automating old business models is nothing 

more than that — it doesn’t do a thing to help your 

company benefit from the disruptive price/perfor-

mance ratios that digital tools can foster.  

There is a tremendous amount still to be learned 

about how to compete in a world moving at the 

pace of digital. This places a huge premium on 

being able to learn quickly, experiment, and then 

pivot to reflect the insights gleaned. Incumbents 

need to stop spending money trying to be a better 

version of their analog selves, and instead start  

approaching digital strategy with an eye toward 

discovery.

Rita Gunther McGrath (@rgmcgrath), a professor at 
Columbia Business School, is a globally recognized 
expert on strategy in uncertain and volatile environ-
ments. She is the author of The End of Competitive 
Advantage (Harvard Business Review Press, 2013) 
and Seeing Around Corners (Houghton Mifflin  
Harcourt, 2019). Comment on this article at http://
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A
irbnb is colliding with traditional hotel companies like Marriott International and Hilton. 

In just over a decade, the online lodging marketplace has assembled an inventory of more 

than 7 million rooms — six times as much lodging capacity as Marriott managed to accu-

mulate over 60-plus years. In terms of U.S. consumer spending, Airbnb overtook Hilton in 

2018 and is on track to move ahead of Marriott.1

Although Airbnb serves similar consumer needs, it is a completely different kind of company. Marriott 

and Hilton own and manage properties, with tens of thousands of employees in separate organizations de-

voted to enabling and delivering customer experiences. And whereas the two traditional lodging companies 

are made up of clusters of different groups and brands, with siloed business units and functions equipped 

with their own information technology, data, and organizational structures, Airbnb takes a radically differ-

ent approach: Its core function is to match users to 

hosts who have unique homes or rooms to rent on a 

daily basis, via its platform. In the process, Airbnb 

accumulates customer data, mining it for insights 

and to produce predictive models to inform key de-

cisions. It is often able to give its customers a  

superior experience, with far fewer employees, than 

its hotel-industry competitors. 

Airbnb is representative of a wave of new organi-

zations that are built on an integrated digital 

foundation. Every time we search Google, buy from 

Alibaba or Amazon, or get a ride from Lyft, the same 

phenomenon occurs. Rather than relying on tradi-

tional business processes operated by workers, 

managers, process engineers, supervisors, and cus-

tomer service representatives, these companies 

deliver value through software and algorithms. 

Although humans design the systems, the computers 

do the work: producing search results, setting prices, 

identifying and recommending products, or 

From Disruption to Collision:  
The New Competitive 
Dynamics
In the age of AI, traditional businesses across the economy are being attacked by  
highly scalable data-driven companies whose operating models leverage network  
effects to deliver value.
BY MARCO IANSITI AND KARIM R. LAKHANI
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selecting a driver. This reality defines a new kind of 

digital company, with data and AI at the core and 

human labor pushed to the edge. 

Many of these changes are being played out in 

other parts of the economy as well, including the  

retail and entertainment media sectors. The colli-

sions between innovators and established players 

are forcing leaders of existing companies to reexam-

ine how they do business in environments where 

new players follow radically different rules. In many 

settings, making small or incremental changes 

won’t be enough. Rather, companies will need to 

fundamentally alter how they gather and respond to 

information and how they interact with their cus-

tomers and users. Organizations will have to rethink 

their operating models from top to bottom.

The digital model has intrinsic advantages over tra-

ditional models. Thanks to its operating architecture, 

Airbnb, for example, can take advantage of network ef-

fects in its platform, and learning effects through its 

data integration and AI systems, to rapidly improve 

operational scale, scope, and learning. Whereas 

Marriott’s ability to grow and respond is limited by tra-

ditional operational constraints, Airbnb digitizes 

internal processes and connects beyond the company 

boundaries to build an ecosystem of travel services. On 

an ongoing basis, it can mine its data to acquire new 

customers, identify traveler needs, optimize experi-

ences, run experiments, and analyze risk exposure. 

Along the way, it can accumulate even more data on 

hosts and travelers and use artificial intelligence and 

machine learning to gain new insights. Beyond the 

lodging business, Airbnb is expanding the scope of its 

offerings to include other types of travel experiences, 

such as concerts, cooking classes, and local tours, open-

ing its ecosystem to a variety of new service providers. 

Airbnb isn’t the only company leveraging its digital 

capabilities to drive change in the global travel market. 

Other well-known travel brands like Booking.com, 

Kayak, and Priceline (all owned by Booking Holdings) 

also use software- and data-centric operating models 

to promote scale, scope, and learning without en-

countering traditional operational constraints. In 

November 2019, the public valuation of Booking 

Holdings was almost double that of Marriott. 

The entire industry is transforming before our eyes. 

In just a few years, both Airbnb and Booking have dra-

matically increased the number of room nights sold 

and have catapulted into leadership positions. Market 

concentration among the leading traditional hotel op-

erators is also increasing, with merger-and-acquisition 

activity on a high boil. Marriott, for example, merged 

with Starwood in 2016 to exploit synergies across their 

loyalty programs and related data assets. In a race 

against time, Marriott is working hard to re-architect 

its operating model to remain competitive against 

Airbnb’s and Booking’s data-driven growth machines. 

Indeed, the entire lodging and travel industry is in 

the midst of major upheaval, with companies like 

Marriott and Hilton in a fight for their existence.

The Competitive Dynamics  
of Collision
The collision between digital and traditional compa-

nies shows what happens when user needs are met by a 

new kind of operating model that digitizes some of the 

most critical tasks to deliver value. In the travel indus-

try, customer needs haven’t changed — travelers 

continue to need accommodations and experiences. 

But unlike hotel chains, Airbnb’s and Booking’s sys-

tems can satisfy those needs without armies of hotel 

managers and salespeople or cumbersome labor- or 

management-intensive operating processes. 

In many ways, Airbnb and Booking are built like 

software companies. They provide a software layer 

to the travel industry, functioning in effect as oper-

ating systems. If Marriott is the industry’s IBM 

mainframe company, Airbnb and Booking are 

vying to become the Windows operating system. In 

doing so, they aim to push traditional operational 

bottlenecks outside the walls of their organizations 

and remove constraints on their own scalability, 

scope, and learning potential. This dramatically 

shapes their ability to deliver value to customers. 

Traditional businesses can scale up quickly but 

often run into diminishing returns in their value 

generation as they encounter problems from get-

ting too big. They face diseconomies of scale in 

human-centric managerial processes and adminis-

trative inertia, which slows their growth and, if they 

are not careful, can lead to worse outcomes.2

Digital operating models scale differently. 

Google’s search engine and Alibaba’s Alipay payment 

app, for example, can scale to a virtually infinite 

number of customers, link to a vast array of comple-

mentary businesses, and get better with experience 
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and with more users, because they do not suffer from 

any diseconomies of scale. Companies with tradi-

tional operating models encounter diminishing 

returns as they scale and grow the number of custom-

ers they serve, but those with digital operating models 

can achieve increasing returns to scale. The collision 

occurs when the value curves of traditional and digital 

operating models intersect. (See “A Collision in 

Action.”) Although nothing grows forever, and the 

value generated by digital operating models will even-

tually plateau during the period when managers and 

executives of traditional incumbent companies need 

to react, the scale potential can seem unlimited. 

Indeed, the growth of some of these digital operating 

models will slow only through a catastrophic failure 

such as a massive privacy scandal or a cybersecurity 

breach, or through regulatory concerns about market 

concentration and consumer data protection. 

The travel industry examples show how AI, learn-

ing, and network effects can go hand in hand to build 

a rapidly growing value proposition in a series of self-

reinforcing loops. As the operating model develops 

more connections, it also develops new opportunities 

to generate and accumulate data. With more data 

come more opportunities for better services and 

greater incentives for third parties to plug in. This,  

in turn, increases the potential for learning and am-

plifies network effects. In general, the larger the 

network, the more data it generates, the better the  

algorithms, and the higher the value it can deliver.3

These self-reinforcing loops in network and 

learning effects make a big difference to the nature 

of competition. In traditional operating models, the 

value that can be delivered begins to level out as the 

organization grows. This often implies that entrants 

can threaten incumbents, because the advantages of 

scale are significant but not insurmountable. New 

companies can bring innovative solutions to market 

even on a smaller scale — think of a network of 

boutique country inns taking room nights away 

from Marriott resorts. In contrast, in digital operat-

ing models, traditional constraints go away, and the 

value delivered will continue to increase, possibly at 

a faster and faster rate. No small-scale outfit can rea-

sonably compete with Airbnb. 

This has an exponential competitive effect. As 

digital operating models deliver more value, the 

value-capture space left for traditional players shrinks, 

making it increasingly difficult for traditional compa-

nies to sustain a profitable offering. Airbnb and 

Booking do not compete head-to-head with Marriott 

or Hilton by opening their own hotel chains. Rather, 

they extract much of the consumer value and com-

moditize the hard-won brands and experiences of the 

hotel companies. While hotel companies may never 

disappear, their profits will continue to migrate to the 

“software layer.” For example, research shows that 

Airbnb interferes with the ability of hotel chains to 

protect their prices during busy time periods (for ex-

ample, when a special event like a convention or the 

Super Bowl comes to town); by increasing the supply 

of alternative beds, Airbnb puts a ceiling on the 

prices that hotels can charge, to the benefit of con-

sumers and the detriment of hotels’ bottom lines.4 

A Repeating Pattern 
The Airbnb story is becoming a common one — 

many of its themes are being played out in other 

industries. Just as the cloud computing services of 

Amazon and Microsoft are replacing traditional IT 

software and hardware solutions, and fintech pro-

viders such as Wealthfront and Kabbage are nipping 

at the heels of established banks and investment 

firms, marketplace platforms such as Alibaba, 

A COLLISION IN ACTION
Traditional and digital operating models collide with one another where their 
value curves intersect. While the former tend to have diminishing returns, the 
latter can continue to grow in scale, scope, and learning, increasing in value as 
users and engagement grow.

VALUE

USERS

Traditional 
operating 
model

Digital 
operating 
model
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JD.com, and Amazon are overtaking traditional re-

tailers. The transformations are profound, with 

serious implications for how companies design their 

business models (that is, how they create and cap-

ture value), how they execute their operating models 

(how they deliver value), and the competitive dy-

namics and market structures of their industries. 

Below, we will discuss in more detail what’s happen-

ing in the retail and entertainment media industries.

Retail. Amazon was founded in 1994 and was 

among the first online retailers, establishing a pat-

tern for other online retailers, including Drugstore 

.com, JD.com, and Pets.com. Over time, the online 

retailers created platforms, and Amazon broadened 

and deepened its marketplace with thousands of 

third-party merchants offering millions of products. 

In essence, Amazon became a scaled-up Sears and 

Kmart, but without needing physical stores or hav-

ing to carry extensive amounts of inventory. 

Traditional retailers were able to compete with 

the first generation of online retailers fairly well; 

the big changes didn’t occur instantly. For example, 

the ability of online retailers to tap into data and 

analytics was still quite limited, and like others they 

had to suffer through supply chain bottlenecks. 

Some online retailers (Pets.com and Drugstore 

.com, to name two) proved incapable of meeting 

customer needs any better than traditional retailers 

and went out of business.

However, Amazon found a way to take on tradi-

tional retailers using a data-centric operating 

platform to transform the retail experience. The 

transformation went beyond simply moving transac-

tions online. It called for a fundamentally different 

operating approach, based on a data- and AI-centric 

analysis of the customer in order to personalize the 

retail experience. Retail supply chains became cen-

tered on software, shifting labor from the core of the 

process to the edge (for example, in picking products 

from warehouse shelves), which removed traditional 

bottlenecks and scale constraints. By the late 2010s, 

the weaknesses of traditional retailers were in full 

view, illustrated by the demise of many well-known 

players, including Toys R Us, Sports Authority, Sears, 

Nine West, Kmart, and Brookstone.

It took a while for online retailers (notably 

Amazon in the United States and Alibaba and 

JD.com in China) to figure this out and deploy the 

right operating model, but once they did, tradi-

tional retailers faced challenges like never before.5 

Entertainment. The earliest data- and software-

centric operating model to collide with traditional 

players in the entertainment industry was Napster 

in the late 1990s, which allowed people to digitize 

and share their music online — skipping over the 

usual payments to the various players in the music 

industry and offering music as a “free” service. 

Despite its immense popularity, Napster ran into a 

buzz saw of legal troubles that led to its shutdown in 

2001. Following Napster’s demise, Apple Music, 

Spotify, and others clashed with traditional music-

distribution companies, eventually transforming 

both business and operating models for music  

distribution in the United States and beyond. 

Essentially, they converted a music-acquisition  

expense that individual consumers made on a case-

by-case basis (resulting in a limited home-based 

music library) into monthly subscription services, 

offering unlimited music anywhere, anytime. 

Spotify, YouTube, and Apple are now the main hubs 

for music flow in the United States and Europe.

A similar battle has taken place in video. 

Although RealNetworks launched the first internet 

streaming video company in 1997,6 it soon attracted 

stronger competitors such as Microsoft and Apple, 

and eventually YouTube and Netflix. YouTube and 

Netflix offered more compelling value propositions 

for consumers, as well as more scalable operating 

models based on software, data, and AI. However, 

the video market shows that despite similarities in 

the operating models, significant differences in 

business models can lead to differences in competi-

tive outcome. 

YouTube, with a business model based on aggre-

gating a huge community of small content providers, 

dominates video sharing. By taking advantage of 

strong network effects, it has become a true video-

sharing hub. In contrast, the kinds of premium 

video-streaming services Netflix provides originate 

from a more concentrated set of professional con-

tent production studios. Although Netflix’s data 

and learning advantages are important, it can’t 

compete with YouTube’s network-effect advantages 

at scale, which are gained by the video-sharing 

company’s ability to aggregate content from a vast 

variety of sources. This weakness has permitted a 

Traditional 
retailers  
were able  
to compete 
with the first 
generation  
of online  
retailers  
fairly well; 
the big 
changes 
didn’t occur 
instantly.



DISRUPTION 2020  •  MIT SLOAN MANAGEMENT REVIEW   18SLOANREVIEW.MIT.EDU

38   MIT SLOAN MANAGEMENT REVIEW   SPRING 2020 SLOANREVIEW.MIT.EDU

D I S R U P T I O N  2 0 2 0 :  C R E AT I N G  A N D  C A P T U R I N G  VA L U E

number of companies, notably Hulu, Amazon, and 

Apple, to also focus on content production and com-

pete directly with Netflix. Without access to strong 

network effects, these providers are attempting to 

differentiate themselves by tapping into a more fo-

cused range of unique content (through special 

studio relationships and vertical integration). 

As a group, Netflix, Apple, and Amazon are also 

colliding with traditional cable and satellite televi-

sion providers, as well as traditional TV and 

entertainment companies, providing over-the-top 

(internet-based) video content distribution plat-

forms that have rapidly scaled to hundreds of 

millions of users globally. Threatened by more effi-

cient data- and AI-centric competitors, and mindful 

of the devastation that has occurred in other indus-

tries, traditional media companies are scrambling to 

react, merging with content and internet service pro-

viders to spark transformation, and re-architecting 

their operations around a digital core. Digital cable 

provider Comcast has made major headway by intro-

ducing and upgrading its Xfinity X1 platform. Disney 

is following suit with its ESPN+ and Disney+ stream-

ing services. In contrast to video sharing, the 

premium content-streaming setting is likely to be 

highly competitive for the foreseeable future. 

The changing shape of the entertainment indus-

try highlights some interesting issues. As we have 

seen in other contexts, being first offers no guaran-

tee of success. And the transition to a digital 

operating model is pervasive throughout the entire 

industry. Both new and old competitors must shift 

to an operating architecture focused more on data, 

AI, and digital networks. Finally, despite conver-

gence in the operating models, different players can 

still achieve different kinds of competitive outcomes 

(as we have seen with video sharing versus the cre-

ation of premium content) because of the nature of 

each business model and the strength of network  

effects available.

How Collision Differs From Disruption
Collision and disruption are, of course, closely re-

lated. They are connected historically through a “law” 

named for computer scientist Melvin Conway, who 

noted that organizations are constrained to perform 

activities (design, in the original example) that reflect 

the communication patterns prevalent in each 

organization.7 Conway’s law explains why the physi-

cal architecture of products or services developed by 

companies reflects their organizational architectures. 

If we look at the organization of a product develop-

ment project, we will see separate groups dedicated  

to the design of each component or subsystem. But 

because this architecture makes it easier for organiza-

tions to perform similar tasks over and over again, it 

also makes it difficult for them to respond to change, 

causing organizational inertia.

In a landmark 1990 paper, economists Rebecca 

Henderson and Kim Clark argued that “architectural” 

innovations — ones that require changing the archi-

tecture between technological components — are  

a particular danger to established companies.8 The 

paper explained the demise and subsequent obso-

lescence of many notable companies that failed to 

change their organizational architectures to match 

the new requirements. Among them: RCA’s failure 

to re-architect and miniaturize its tabletop radios 

and music devices even in the face of competition 

from Sony (which licensed RCA’s technology!), and 

IBM’s failure to transition from mainframe com-

puters to PCs. 

The idea of architectural inertia, in turn, is at the 

center of Clayton Christensen’s disruption theory, 

first described in 1995.9 According to the original 

framing, architectural inertia due to a company’s links 

with existing customers prevented the company from 

responding effectively to “disruptive” change.10 

Twenty-five years later, this remains a fundamental 

tenet of the theory: that newer and smaller companies 

with fewer resources can challenge incumbents by ad-

dressing a neglected segment of the market.11 At its 

core, disruption is still an outgrowth of architectural 

inertia. As inertia keeps the incumbent focused on ex-

isting customers (continuing what it has successfully 

done in the past), the entrant jumps in front of the  

incumbent by coming up with a novel solution. 

Clearly, disruptive innovation is a critical — and 

popular — theme in strategy. But as Christensen 

and others have pointed out, it’s often invoked to 

describe situations where it doesn’t actually apply. 

Uber, for example, isn’t really disrupting the tradi-

tional taxi business — it’s colliding with it. Like 

Airbnb in the lodging industry, Uber meets recog-

nized customer needs in a completely new (and 

highly threatening) way. 
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Collision, unlike disruption, involves more than 

introducing a technological innovation or revamping 

the business model or customer value proposition — 

it’s about the emergence of an entirely different kind 

of company. As a result, defending oneself against  

collision can’t be achieved by simply spinning off an 

online business, setting up a laboratory in Silicon 

Valley, or creating a digital business unit. It calls for re-

building the core of the business and changing how 

the organization works, gathers and uses data, reacts 

to information, makes operating decisions, and exe-

cutes operating tasks. Ultimately, it requires rebuilding 

the operating model, with software doing what many 

workers might have done in the past. This goes well 

beyond altering the patterns of human communica-

tion on which Conway focused. 

LIKE AIRBNB, AMAZON, AND YOUTUBE, the com-

panies that are driving collisions don’t look or act like 

traditional companies. For better and for worse, they 

operate as software companies, fulfilling customer 

needs in new and more scalable ways. Furthermore, 

they are not constrained in any way by customary in-

dustry boundaries. They will use their universal 

capabilities in data, analytics, and AI, and their ability 

to generate network and learning effects, to increase 

their scope and the depth of interactions with their 

customers, causing collateral damage to those in their 

wake. Yet as they succeed by leveraging their scale, 

scope, and learning advantages, the digital operating 

models introduce a number of new problems. Among 

them: the preservation of privacy, algorithmic bias,  

cybersecurity, and increased market concentration.

As a new generation of players goes up against  

traditional companies, it is defining a new age and 

transforming our economy. The last time we saw 

changes of this magnitude was more than a century 

ago, with industrial leaders like GE, Sears, and Ford 

maintaining strong market positions for 50 to 100 

years. New leaders are emerging today with very differ-

ent operating structures. The way things are unfolding, 

the first dramatic effects of artificial intelligence will 

have less of an impact on human nature than on the 

nature of organizations, how they create and capture 

value, and how they shape the world around us.
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To Disrupt or 

Not to Disrupt?
Disruption isn’t always the right strategy for startups. It’s a choice. 
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T
he term disrupt has become synonymous with being an ambi-
tious startup of any type. There’s an almost cult-like devotion 
to the idea that becoming a disrupter is the best path to success —   
witness, for example, the annual TechCrunch Disrupt confer-
ence. But most studies of disruption have focused on the 
disrupted — why businesses that are seemingly at the top of 
their game suddenly find themselves in distress. In short, in-
dustry leaders are vulnerable to disruption when they are stuck 
in their profitable business model, finding themselves unable 
to see or respond to the mismatch between what they are offer-

ing and what current or future customers actually want. In almost every instance, 
disruption is precipitated by a new technological opportunity.

But even if market leaders in an industry are hamstrung in exploiting those new op-
portunities, can we take for granted that others — notably, new entrepreneurial entrants —  
will be able to do so? And even if they are able to seize those opportunities, should they? 
Disruption is a choice. But it’s only one of many viable options for startups. Rather than 
single-mindedly heading down the path of would-be disrupter, new entrepreneurial 
companies can and should evaluate the trade-offs between disruption and other strate-
gies. Doing so allows them to choose a strategy that is right for that startup, in that market, 
at that time, and to learn as the company commercializes its idea. To disrupt, or not to 
disrupt? That is a very important question. Here’s how to think it through.

A Tale of Two Startups
Even the early days of disruption saw glaring exam-

ples of alternative paths that could be chosen. In the 

late 1990s and early 2000s, the internet had just 

gone commercial, and there were numerous at-

tempts to exploit it as a technological opportunity. 

One domain that garnered initial attention was the 

prospect for online grocery shopping. One com-

pany, in particular, stood out as a potential disrupter 

of grocery retailing. As we will see, things didn’t  

really work out. What’s more, as will be explained 

later, those lessons have not (yet) been learned.

Webvan was perhaps the quintessential dotcom 

company, enjoying a massive IPO of over $4 billion 

before going bankrupt just three years later, in 

2001. During its years of operation, Webvan offered 

a unique and, in many ways, beloved service. 

Customers could log on to its website, do their en-

tire grocery shopping online, and have it delivered 

to their door — for less than they would pay at the 

supermarket. Its advertisements highlighted the 

consumer pain point of waiting in store lines. The 

company’s plan was to generate enough scale to use 

local distribution centers to ship goods to people 

and bypass supermarkets altogether, saving on 

stocking, rent, and, of course, bricks and mortar. 

However, the plan didn’t work: Webvan could 

not deliver goods at a cost that allowed the com-

pany to keep charging low prices. As it turned out, 

creating a new value chain for distributing goods to 

customers was expensive, involving massive invest-

ments in logistics and distribution centers. Unless 

customers ended up buying more groceries than 

before, Webvan would never reach a scale that justi-

fied those costs. Despite its value proposition, it 

wasn’t able to attract enough consumers — even in 

the internet-savvy Bay Area — to generate econo-

mies of scale. And there were other issues, such as 

supplying products that needed refrigeration. All 

this meant that the would-be disrupter flamed out 

before supermarkets noticed a difference in their 

bottom line.

To use the internet for grocery shopping seemed 

like a good idea. But was the strategy of being a dis-

rupter the right way to go? We know now that it 

wasn’t (at least back then). Another entrepreneurial 

venture, Peapod, saw a similar opportunity but 

chose a different path. Founded by the Parkinson 

brothers in 1989, prior to the commercial internet, 

Peapod initially used computer networking to 

allow consumers to purchase groceries from super-

market chains such as Jewel, Krogers, and Safeway. 
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In 1996, with the internet more freely available, 

Peapod set up a website and expanded its super-

market chain partnerships. The strategy was to hire 

people to shop at grocery outlets on behalf of 

Peapod’s customers. Advertisements featured busy 

professionals — most often women — who didn’t 

have time to do the grocery shopping. And Peapod 

charged a premium for the service. 

Compared with Webvan, Peapod’s strategy was 

decidedly nondisruptive. Supermarkets were its 

partners, not competitors to eventually be con-

signed to the dustbin of history. To be sure, Peapod 

attracted less funding and no financial exuberance, 

but it didn’t need as much — its mission was not to 

construct an entirely new value chain but to slot it-

self into an existing one. And its customers were 

not those looking for a bargain, but those willing to 

pay a premium for convenience. In other words, 

Peapod positioned itself at the high end of the  

market rather than at a low end. Nothing it did was 

anywhere in the disrupter playbook.

Things worked out well for Peapod. It went 

from a successful IPO to growth, to flirting with 

some distribution assets before being acquired by 

Ahold — the owner of Stop & Shop — in 2000. It 

exists as a subsidiary of that company today. 

A Tale of Two Other Startups
The path of a disrupter is not always a lucrative one. 

As part of its makeup, the disrupter chooses to take 

on established businesses, and sometimes an entire 

system, head-to-head. Competition is never easy 

and requires an aggressive, up-front investment. 

Partnering within the system appears to be an eas-

ier path, requiring fewer resources and incremental 

value. But it is far from clear that partnering is a 

path to sustained success.

That was surely apparent to Webvan’s founder, 

Louis Borders, who also founded the eponymous 

Borders chain of bookstores. By the late 1990s, tra-

ditional bookstore chains started to see their sales 

challenged by a new entrant, Amazon.com. Amazon 

was founded in 1994 by Jeff Bezos, who moved to 

Seattle from Wall Street, not to sell books, but to 

take advantage of the opportunity presented by the 

internet. He chose books because he believed that 

they would be easy to ship without being damaged, 

consumers knew what they were paying for, and it 

was expensive for traditional brick-and-mortar re-

tailers to stock a large variety of books. In Bezos’s 

equation, variety was key; hence, the name Amazon 

to connote immense size.

Amazon was a disrupter by choice. It had its own 

website and sourced books independently of book 

retailers. When it entered, however, there had been a 

few precursors. For instance, in 1992 Charles Stack 

created Book Stacks Unlimited, a Cleveland-based 

outfit for dial-up book ordering. It soon offered a 

website, Books.com, that offered a large selection of 

titles but sourced its books from existing retailers. In 

other words, if Amazon was Webvan, Books.com 

was more like Peapod. By contrast, however, its life 

was relatively short; Books.com was acquired by an 

online player, Cendant, and ended up in the hands 

of Barnes & Noble. 

It would be tempting to try to explain these dis-

parate cases by pointing out failures in execution by 

Webvan and Book Stacks or by suggesting that the 

grocery and book markets were different in terms 

of the “right time” to exploit their respective op-

portunities as a disrupter. But the stories, I believe, 

carry another lesson: There is nothing inevitable 

about disruption, because there is no compelling 

reason when an entrepreneurial opportunity 

emerges to be a disrupter rather than something 

else. If anything, the lesson is that to be a disrupter, 

a company has to tailor all of its strategic choices 

toward that goal, as Amazon did. Similarly, Netflix 

successfully disrupted Blockbuster (and other 

Main Street video chains) in part because it always 

understood that it was creating an alternative value 

chain to video stores. It was never tempted to en-

gage in halfway solutions that included physical 

drop-off and pick-up points (something the “ven-

dor machine” rental operations such as RedBox 

attempted). 

The conclusion? Choosing to be a disrupter 

should not be a startup’s first choice. It’s a hard 

road — much harder, longer, and resource-inten-

sive than many new entrants realize. That doesn’t 

mean there’s not a viable path to disruption, but 

disruption should be a considered choice, and 

there are alternatives. An entrepreneurial startup 

should weigh each scenario carefully before going 

all in. Here’s how to think through the right strat-

egy for any particular circumstance. 

The thinking in this article 
draws on the author’s  
research studies with  

colleagues at MIT Sloan 
(Erin Scott, Scott Stern, 

Jane Wu, and Matt Marx) 
and Wharton (David Hsu). 

It also reflects work  
done by the author in  

The Disruption Dilemma 
(MIT Press, 2016).

THE

ANALYSIS
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The Disrupter’s Choices
A convenient way to work through the problem in-

volves compartmentalizing choices into four 

categories — technology, customer, organization, 

and competition. Being a disrupter requires partic-

ular orientations toward each of these categories, as 

I have explored in work with colleagues at MIT.1 

First, consider the choice of technology. Clayton 

Christensen has long distinguished between disrup-

tive technologies (which perform worse today on 

metrics most consumers care about) and sustaining 

technologies (which do not). Most companies  

pursue sustaining technologies (such as modest  

improvements in an iPhone upgrade) as a way of re-

taining existing customers and keeping a healthy 

profit margin. The reason to choose a technology that 

is “worse” initially is its potential to outperform older 

technologies in the relatively near future. Moreover, 

disruptive technologies tend to be what established 

companies either are not good at or do not want to 

adopt for fear of alienating their customer base. In 

other words, the very existence of disruptive technol-

ogies represents an opportunity for startups.

Which brings us to the choice of customer for a dis-

ruptive entrepreneur. Christensen noted that, if you 

want to sell a product that underperforms existing 

products in some dimension (say, a laptop with less 

computing power), you need to find either a way of 

selling at a discount so that a lack of performance can 

be compensated for or a set of customers who do not 

strongly value that performance more than some 

other feature (for example, longer battery life). This 

was a struggle for Webvan. The company entered the 

general grocery business hoping to meet all custom-

ers’ needs instead of seeking a more targeted base 

from which to build its internet retailing business.

Those low-end customers will establish a beach-

head for the business. However, the startup cannot 

stop there, as Eric Ries has emphasized.2 It needs to 

move rapidly up the performance technology curve 

to take advantage of its disruptive potential and 

grow. This requires rapid market-facing experimen-

tation and rapid product performance improvement 

that will not only retain its newly acquired low-end 

customers but also allow it to compete for main-

stream customers. A recent example is Soylent.com, 

which produces “pure nutritional need” food prod-

ucts. The company has experimented with different 

flavors as well as product types in response to market 

feedback.

Choosing to aim for mainstream customers, in 

turn, requires choosing an organization tailored to 

the hustle, market responsiveness, and capability 

investment that will allow for such growth. Amazon 

did this spectacularly well, right from the outset — 

gathering customer information and developing 

capabilities to predict demand for millions of dif-

ferent products.

The final choice to consider is what you want to 

compete with. Is your company headed down a dis-

ruptive path by adopting technology on a trajectory 

distinct from market leaders? Are you targeting 

customers you believe they aren’t serving well? And 

have you built sufficient organizational capabilities 

to take advantage of that opportunity? If so, it 

wouldn’t be surprising if you chose head-to-head 

competition with incumbents versus cooperating 

with them. Webvan could have chosen to slot itself 

in the existing value chain for groceries but did not. 

Amazon could have dealt directly with existing 

booksellers but did not. In each case, the incum-

bents eventually became targets.

A convenient way to work through the problem involves  
compartmentalizing choices into four categories —  
technology, customer, organization, and competition.
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But if all of these conditions are not clear — and 

desirable — an entrepreneur can choose alternative 

paths. One option is to become a value chain entre-

preneur, partnering with existing market leaders. A 

startup can do this by slotting itself into the value 

chain and either becoming a customer of those in-

cumbents or a supplier to them. Peapod chose to be, 

in effect, Stop & Shop’s customer. But it was not an 

arm’s-length relationship. The companies formed 

agreements that allowed Peapod to more smoothly 

run its online service and give customers access  

to existing supermarket products and prices. 

Taiwan-based electronics manufacturer Foxconn 

Technology has built its business on being a supplier 

of components and assembled products for Apple, 

Samsung, and others. Foxconn is not consumer- 

facing; instead, it works closely with designers to  

ensure it can deliver high-quality products efficiently.

How to Choose
Any entrepreneur with insight on how to exploit a 

new technological opportunity has many choices 

with respect to which strategy to use to bring that 

insight to market. Entrepreneurs can exploit tech-

nological opportunities via different paths, 

depending on their decisions about the four crucial 

strategic choices. But that’s not to say that such 

choices are always clear-cut. In fact, inevitably there 

will be considerable uncertainty regarding which 

strategy is best and, indeed, whether there is one 

strategy that will turn out to be the best.

Given this, how can an entrepreneur decide 

whether disruption is the most appropriate path? 

To expose the set of assumptions that might drive 

the success of a posited disruptive strategy, I would 

suggest that entrepreneurs put themselves through 

an adversarial process. First, they should outline the 

technology, customer, and organizational choices 

they would need to make in order to build a new 

business that could take on existing market leaders. 

In so doing, they need to ask themselves: Under what 

conditions will this path create value for identified 

customers? And under what conditions might an in-

cumbent’s competitive response be muted or 

delayed? An incumbent who is slow to respond is 

ideal for a would-be disrupter; an incumbent with a 

deep resource base and a quick reaction to a new 

threat can obliterate a would-be disrupter swiftly. 

Having outlined a disruptive business plan, you 

should set that aside and draw up an alternative 

value chain plan. Is there a different path to success? 

Ask yourself: How can your company cooperate 

with existing market leaders to bring a technologi-

cal opportunity to market? How would your 

company go about adding value to customers in the 

existing value chain or system? How can your com-

pany add to existing technologies — perhaps in a 

modular way? And can you build connections in 

the organization that would make it the preferred 

partner to incumbent businesses? You will need a 

clear statement of how your product adds value in 

existing value chains and under what conditions 

you will have sufficient bargaining power to cap-

ture some of that value. 

The end result of this exercise is not one but two 

business plans — one of a disrupter and one not. 

You will then be in a position to choose.

What will guide that choice? In some situations, 

the choice may be easy. For instance, the entrepre-

neur may not be able to access the resources to 

undertake one of the plans. Or a plan may lack coher-

ence — there may be no path from a targeted set of 

beachhead customers to generating market feedback 

and exploiting a more dynamic technological oppor-

tunity. In these cases, a plan can be easily discarded.

In other situations, perhaps mainly when there 

are valuable technological opportunities either way, 

both plans will look good, and the choice will come 

down to other factors. A financier may be attracted 

to one more than the other. Or the entrepreneur may 

have preexisting relationships with partners in the 

value chain that make one path more natural. Or the 

entrepreneur may simply identify with one path 

more than the other. Think of entrepreneurs such as 

Richard Branson who wanted to shake up markets: 

Even if they could have chosen other paths, they did 

not. That said, most entrepreneurs would be better 

off laying out their choices before making them. 

Prepare to Pivot
Is disruption a binary choice? Does an entrepre-

neur need to know up front whether to pursue that 

path? In reality, the choice will probably have a  

dynamic component: If a strategy is found to be 

lacking, the entrepreneur can potentially switch 

paths. A shift in strategy from disruption to value 
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chain or the reverse, without changing the core idea 

of the venture, is called a pivot. The difference be-

tween a successful pivot and a failed strategy of 

sticking with the wrong plan for too long often 

comes down to how well that company prepared 

for the possibility of Plan B.

Pivots can occur in either direction. For instance, 

strategy and innovation researcher Matt Marx and 

management scholar David Hsu3 have documented 

the case of Genentech, a biotech startup that was 

founded with a view of cooperating with existing 

pharmaceutical companies and licensing drug  

prospects to them. Genentech did this with its break-

through technique for producing synthetic insulin, 

which it licensed to Eli Lilly and Co. However, it also 

had aspirations to make its own pharmaceutical 

products. This involved garnering key regulatory 

skills and marketing capabilities. By licensing prod-

ucts and learning from licensees, Genentech was able 

to pivot beyond intellectual property development 

within a decade of its founding. 

In other cases, startups might pivot from disrup-

tion to a value chain strategy. In research with Marx 

and Hsu,4 I examined startup entry in the voice rec-

ognition software industry over an almost 50-year 

period. We found that a number of startups first  

entered and competed head-to-head with market 

leaders — presumably on a disruption path — but 

pivoted to becoming the incumbents’ partners. 

Ironically, we found that startups that pivoted away 

from disruption almost invariably did so because the 

technologies they developed were in fact disruptive. 

Why would a successful disruption lead anyone to 

pivot away from a disruptive strategy and toward a 

value chain opportunity? A technology disruption 

may provide a clear strategic path for a startup, but an 

incumbent might see the threat and opt to cooperate 

rather than compete with the entrepreneur. That, in 

turn, might end up as a win-win. The startup wouldn’t 

need to fund an all-out battle with the incumbent but 

could find common ground for cooperating while en-

ticing new customers with the improving technology. 

This means that even if entrepreneurs start out on a 

disruptive path, disruption might be forestalled as  

incumbents see that cooperating is in their interests.  

By adjusting their response to take advantage of the 

new entry, the incumbents can funnel the disruptive 

impact away from their own business.

Pivots can be planned (an entrepreneur may 

compete initially to show incumbents the value of 

cooperation) or unplanned (if a disruptive strat-

egy is not effective and warrants a change). Either 

way, the possibility of pivoting means that any ini-

tial choice can be seen not as a final decision but as 

a potential continued learning opportunity. Just 

make sure you’ve walked through your pivot sce-

nario in enough detail to know when it’s time to 

execute it.

The Future
Disruption in an industry is a complex phenome-

non. Market leaders might be vulnerable, but it 

takes others to make disruption happen. It is not a 

foregone conclusion. There is a viable alternative —  

a value chain approach. 

The future of disruption likely depends not only 

on technological opportunities and their charac-

teristics but also on the tools for experimentation 

and understanding that allow entrepreneurs’ 

choices of technology, customer, organization, and 

competition to coalesce into a coherent whole. 

Disruption is an option. But there is a choice.

Joshua Gans (@joshgans) is the Jeffrey S. Skoll 
Chair of Technical Innovation and Entrepreneurship 
at the University of Toronto’s Rotman School of 
Management and serves as chief economist in the 
Creative Destruction Lab. Comment on this article  
at http://sloanreview.mit.edu/x/61302.
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Platforms power some of the world’s most valuable companies,  
but it will get harder and harder to capture and monetize their disruptive potential.

BY MICHAEL A. CUSUMANO, DAVID B. YOFFIE, AND ANNABELLE GAWER

The Future of Platforms
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T
he world’s most valuable public companies and its 
first trillion-dollar businesses are built on digital plat-
forms that bring together two or more market actors 
and grow through network effects. The top-ranked 
companies by market capitalization are Apple, 
Microsoft, Alphabet (Google’s parent company), and 
Amazon. Facebook, Alibaba, and Tencent are not far 
behind. As of January 2020, these seven companies 
represented more than $6.3 trillion in market value, 
and all of them are platform businesses.1

Platforms are also remarkably popular among 

entrepreneurs and investors in private ventures. 

When we examined a 2017 list of more than 200 uni-

corns (startups with valuations of $1 billion or 

more), we estimated that 60% to 70% were platform 

businesses. At the time, these included companies 

such as Ant Financial (an affiliate of Alibaba), Uber, 

Didi Chuxing, Xiaomi, and Airbnb.2

But the path to success for a platform venture is by 

no means easy or guaranteed, nor is it completely dif-

ferent from that of companies with more-conventional 

business models. Why? Because, like all companies, 

platforms must ultimately perform better than their 

competitors. In addition, to survive long-term, plat-

forms must also be politically and socially viable,  

or they risk being crushed by government regulation 

or social opposition, as well as potentially massive 

debt obligations. These observations are common 

sense, but amid all the hype over digital platforms — 

a phenomenon we sometimes call platformania —  

common sense hasn’t always been so common.

We have been studying and working with plat-

form businesses for more than 30 years. In 2015, we 

undertook a new round of research aimed at analyz-

ing the evolution of platforms and their long-term 

performance versus that of conventional businesses. 

Our research confirmed that successful platforms 

yield a powerful competitive advantage with finan-

cial results to match. It also revealed that the nature 

of platforms is changing, as are the ecosystems and 

technologies that drive them, and the challenges and 

rules associated with managing a platform business.

Platforms are here to stay, but to build a success-

ful, sustainable company around them, executives, 

entrepreneurs, and investors need to know the dif-

ferent types of platforms and their business models. 

They need to understand why some platforms 

generate sales growth and profits relatively easily, 

while others lose extraordinary sums of money. 

They need to anticipate the trends that will deter-

mine platform success versus failure in the coming 

years and the technologies that will spawn tomor-

row’s disruptive platform battlegrounds. We seek 

to address these needs in this article.   

Platform Company Evolution 
The companies that shaped the evolution of modern 

platform strategies and business models are familiar 

names. In the 1980s and early 1990s, Microsoft, Intel, 

and Apple, along with IBM, disrupted the vertically 

integrated mainframe computer industry. They 

made the personal computer into one of the first 

mass-market digital platforms, which resulted in 

separate industry layers for semiconductors, PC 

hardware, software operating systems, application 

software, sales, and services. A second wave of plat-

form firms emerged in the mid-1990s, led by 

Amazon, Google, Netscape, and Yahoo in the U.S., 

Alibaba and Tencent in China, and Rakuten in Japan.  

They leveraged the internet to disrupt a variety of in-

dustries, including retail, travel, and publishing. In 

the next decade, social media businesses, pioneered 

by Friendster and Myspace, and then Facebook, 

LinkedIn, and Twitter, used platforms to enable new 

ways for people to interact, and for companies to tar-

get customers. More recently, Airbnb, Didi Chuxing, 

Grab, Uber, and smaller ventures such as Deliveroo 

and TaskRabbit have used platform strategies to 

launch the gig (or sharing) economy.   

Today, platform companies are in nearly every 

market, and they all share common features. They 

use digital technology to create self-sustaining  

positive-feedback loops that potentially increase 

the value of their platforms with each new participant. 
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They build ecosystems of third-party firms and  

individual contractors that allow them to bypass 

the traditional supply chains and labor pools  

required by traditional companies. 

Moreover, all platform companies face the same 

four business challenges. They must choose the key 

“sides” of the platform (that is, identify which mar-

ket participants they want to bring together, such as 

buyers and sellers, or users and innovators). They 

must solve a chicken-or-egg problem to jump-start 

the network effects on which they depend. They 

must design a business model capable of generating 

revenues that exceed their costs. And finally, they 

must establish rules for using (and not abusing) the 

platform, as well as cultivating and governing the all-

important ecosystem. 

For all their similarities, it is possible to distin-

guish platforms on the basis of their principal 

activity. This yields two basic types: transaction and 

innovation platforms, with some hybrid companies 

that combine the two. (See “Basic Platform Types.”)

•  Innovation platforms facilitate the development 

of new, complementary products and services, such 

as PC or smartphone apps, that are built mostly by 

third-party companies without traditional supplier 

contracts. By complementary, we mean that these 

innovations add functionality or assets to the plat-

form. This is the source of their network effects: 

The more complements there are or the higher 

quality they are, the more attractive the platform 

becomes to users and other potential market actors. 

Innovation platforms typically deliver and capture 

value by directly selling or renting a product, as  

in traditional businesses. If the platform is free, 

companies can monetize it by selling advertising or 

other ancillary services. Microsoft Windows, 

Google Android, Apple iOS, and Amazon Web 

Services are commonly used innovation platforms. 

•  Transaction platforms are intermediaries or  

online marketplaces that make it possible for par-

ticipants to exchange goods and services or 

information. The more participants and functions 

available on a transaction platform, the more useful 

it becomes. These platforms create value by enabling 

exchanges that would not otherwise occur without 

the platform as an intermediary. They capture value 

by collecting transaction fees or charging for ad-

vertising. Google Search, Amazon Marketplace, 

Facebook, Tencent’s WeChat, Alibaba’s Taobao 

marketplace, Uber, and Airbnb are commonly used 

transaction platforms.

Hybrid companies contain both innovation and 

transaction platforms. Their strategies are novel be-

cause, in the early years of the PC and the internet, 

innovation and transaction platforms were distinct 

businesses. Connecting buyers and sellers, advertisers 

and consumers, or users of social networks appeared 

to be a fundamentally different activity from stimu-

lating outside companies to create complementary 

innovations. In the past decade, however, a growing 

number of successful innovation platforms have in-

tegrated transaction platforms into their business 

models. Rather than lose control over distribution, 

the owners of these platforms have sought to manage 

the customer experience, like Apple has done with its 

App Store. Likewise, some successful transaction 

platforms have opened their application program-

ming interfaces (APIs) and encouraged third parties 

to create complementary apps and services. The 

owners of these platforms, such as Facebook and 

WeChat, recognize that not all innovation can or 

should be internal. Other prominent examples of  

hybrid strategies include Google’s decision to buy 

Android, Amazon’s decision to create multiple in-

novation platforms around Amazon Web Services 

and Alexa-Echo home AI devices, and Uber’s and 

Airbnb’s decisions to allow third-party companies to 

offer services that complement their ride-sharing 

and room-sharing platforms. Today, the most valu-

able global companies (which we mentioned above) 

all follow hybrid strategies.

Platform Company Value
Most platforms lose money (sometimes billions of 

dollars), but platforms that dominate their markets 

have been extraordinarily successful. When we com-

pared the largest 43 publicly listed digital platform 

companies from 1995 to 2015 with a control sample 

of 100 nonplatform companies in the same set of 

businesses, we found that the two samples had 

roughly the same level of annual revenues (about 

$4.5 billion). But platform companies achieved their 

sales with half the number of employees. Moreover, 

This article and the book  
on which it is based, The 
Business of Platforms, 

build on some 30 years of 
research on the strategies 
and business models of 

platform companies. 

Using 20 years of data from 
the Forbes Global 2000, 
the authors identified the 
largest 43 publicly listed 
platforms built around  
the personal computer,  

internet services, or mobile 
devices from 1995 to 2015 

and compared perfor-
mance with a control 

sample of 100 nonplatform 
companies in the same set 

of businesses. 

Drawing on annual reports, 
the authors also identified 
209 direct competitors to 

the 43 platform companies 
and analyzed reasons for 
the competitors’ failures.

Through interviews, case 
studies, and other sources, 

they identified common 
challenges faced by all 
types of platforms, as  

well as future trends for 
platform technologies  
and business models.

THE

RESEARCH
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platform companies were twice as profitable, were 

growing twice as fast, and were more than twice as 

valuable as their conventional counterparts. 

In the process of examining the proxy statements 

and annual reports of the 43 success stories, we identi-

fied 209 platform companies that were their direct 

competitors but failed or disappeared as independent 

companies. The causes of these failures were primarily 

mispricing (under- or overcharging) on one side of 

the market, oversubsidizing platform participants, or 

entering markets too late. The high number of plat-

form failures supports the observation that even 

platform businesses can fail or struggle as the com-

petitive environment or other factors change. For 

example, computing and communications platforms 

have faced continuous threats from new technologies 

over the past 40 years. Early success stories such as 

Myspace, Nokia, and BlackBerry saw their fortunes 

rapidly decline. Looking at the bigger picture, PCs 

cannibalized mainframes, smartphones cannibalized 

traditional cellphones, smartphones and the cloud are 

cannibalizing PCs, and so on.  

In sum, platforms can become extraordinarily 

successful businesses, and some successful plat-

form companies maintain their powerful positions 

for decades. However, the creation of a platform, 

even when it results in an IPO, is no guarantee of 

long-term success. The business must still be able 

to generate a profit and respond to change and 

competition.

Future Platform Trends
While the past 20 years have seen a dramatic expan-

sion of platform-based technologies, applications, 

BASIC PLATFORM TYPES
In the quest for competitive advantage, companies are combining transaction and innovation platforms into a hybrid model.

SOURCE: THE BUSINESS OF PLATFORMS: STRATEGY IN THE AGE OF DIGITAL COMPETITION, INNOVATION, AND POWER (HARPER BUSINESS, 2019)

HYBRID 
COMPANIES

• Apple

• Google

• Microsoft

• Valve

• Salesforce

• Facebook

• Tencent

• Amazon

• Snapchat

• Instagram

• Twitter

• Airbnb

• JD.com

• Uber

• LendingClub

• TripAdvisor

• Amazon Marketplace

• WeChat

• Facebook Social Network

• Salesforce Exchange

• Steam

• Windows Store

• Alibaba

• Rakuten

• LinkedIn

• Match.com

• Baidu

• Google Play

• Pinterest

• Apple App Store • Apple iOS

• ARM CPU • IBM Watson

• Nintendo

• Intel CPU

• Sony PlayStation

• GE Predix

• SAP NetWeaver

• Qualcomm Brew

• Google Android

• Microsoft Azure

• Steam Machine

• Force.com

• Facebook for Developers

• WeChat APIs

• Amazon Web Services

INNOVATION 
PLATFORMS

TRANSACTION 
PLATFORMS

Innovations
The platform serves as a technological foundation upon 
which other firms develop complementary innovations.

Transactions
The platform serves as an intermediary for direct  
exchange or transactions, subject to network effects.
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and business models, the next 20 years may see even 

more disruptive change. Digitization and emerging 

technologies such as artificial intelligence, machine 

learning, big data analytics, and infrastructure  

services have not yet attained their full disruptive 

potential. More and more individual user and trans-

actional data will become connected with different 

platform services and functions, with the potential 

to generate positive and negative outcomes.  

No one can predict the future, but we have iden-

tified four major trends that are likely to affect 

platform dynamics across industries: the emergence 

of the hybrid model as the dominant strategy for 

platform businesses, the use of AI and machine 

learning to produce major improvements in plat-

form operations and capabilities, increasing market 

concentration by a small number of powerful plat-

form companies, and the demand for more platform 

curation and regulation to address problems un-

leashed by some of today’s platform companies. 

TREND 1: More hybrid business models. Com- 

petition and the potential of digital technology and 

data will turn more and more platform firms into 

hybrids. The underlying driver of this trend is digital 

competition. Unlike in the traditional economy, 

where companies require expensive physical invest-

ments to build out their business models, in the digital 

world, companies can grow rapidly with a clever com-

bination of data, software, and ecosystem strategies. 

TREND 2: More turbocharged innovation. 

Next-generation platforms will drive innovation to a 

new level. Advances in artificial intelligence, ma-

chine learning, and big data analytics are already 

enabling organizations to do more things with less 

investment, including building businesses that were 

impossible in years past. Although AI is still in its na-

scent phase, Google, Amazon, Apple, Microsoft, 

IBM, and other companies are no longer treating the 

technology as fully proprietary. Instead, they have 

turned some of their AI capabilities into platform 

services that third parties can access and build upon 

for their own applications. The combination of plat-

forms enabling the capture of more data, with the 

ongoing improvements in cloud computing, should 

allow future platforms to enable a wide range of new 

applications, such as products with voice interfaces 

and driverless cars. 

TREND 3: More industry concentration. The 

total number of platforms has been exploding, and 

dominant market shares, as well as strong network ef-

fects, have been increasingly difficult to attain because 

of multihoming (the ability of platform users and 

complementors to access more than one platform for 

the same purpose, such as using both Lyft and Uber 

for ride-sharing). Nevertheless, in coming years, we 

expect to see even more market power concentrated 

in a smaller number of large platform companies. 

This paradoxical situation will result because 

some markets will tip toward one platform and fur-

ther concentrate market power. Witness IBM’s 

ascension to the pinnacle of platform power in the 

computer industry in the 1960s and 1970s, and 

Intel’s and Microsoft’s in the 1980s and 1990s. In the 

past decade, the number of markets that appear to 

have tipped to a few dominant players has ex-

panded, with Amazon, Alibaba, Apple, Google, 

Facebook, Microsoft, Tencent, and Uber, among 

others, achieving market shares well over 50%.  

TREND 4: More curation and regulation. Mark 

Zuckerberg based his early dictum to “move fast 

and break things” on the premise that good things 

PLATFORM BUSINESS PERFORMANCE, 1995-2015 
An analysis of the performance of successful platform companies versus an industry 
control sample reveals the outsized advantage delivered by platforms.

SOURCE: THE BUSINESS OF PLATFORMS: STRATEGY IN THE AGE OF DIGITAL COMPETITION, INNOVATION,  
AND POWER (HARPER BUSINESS, 2019)

VARIABLE*

INDUSTRY 
CONTROL 
SAMPLE 

 
PLATFORM  

COMPANIES

Number of Companies 100 43

Sales (millions) $4,845 $4,335

Employees 19,000 9,872

Operating Profit % 12% 21%

Market Value (millions) $8,243 $21,726

Market Value/Sales Multiple** 1.94 5.35

R&D/Sales 9% 13%

S&M + G&A/Sales*** 17% 24%

Sales Growth Versus Prior Year 9% 18%

Market Value Growth 8% 14%

Total number of years of data for the sample firms 1,018 374

*  Differences significant at p < 0.001 for industry sample versus platforms comparison using  
two-sample Wilcoxon rank sum (Mann-Whitney) test

**Market Value/Sales Multiple = ratio of market value compared with prior-year sales

*** S&M + G&A/Sales = sales and marketing expenses plus general and administrative expenses  
divided by sales
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will happen if we connect the people of the world. 

Most platform entrepreneurs and investors agreed 

with him: They believed that platforms would  

connect people with products and services at ever-

decreasing prices and free the world from the 

frictions and imperfections of traditional and local 

marketplaces. As it turns out, not all actors in the 

digital world are do-gooders. Those engaged in 

partisan politics, spies, terrorists, counterfeiters, 

money launderers, and drug dealers all found ways 

to use digital platforms to their advantage. 

Once the platforms reach a scale at which they 

can affect social, political, and economic systems, 

their owners increasingly need to evolve from hands-

off to hands-on curation. (See “A Crisis of Ethics in 

Technology Innovation,” by Max Wessel and Nicole 

Helmer, in this issue.) In the years ahead, virtually all 

large platform companies will evolve from free mar-

ketplaces to curated businesses with increasing 

government oversight and potentially new types of 

regulation. Although it is a cliché, for the world’s big-

gest platforms, growing power means increased 

responsibility — and oversight.

Three Emerging Platform  
Battlegrounds 
Several competitions are currently underway that il-

lustrate the trends above and offer insight into what 

might come next in platform technology and strat-

egy. Several fast-emerging fields — AI, cloud 

computing, and, ultimately, quantum computing — 

will enable disruptive innovations as well as changes 

in business models.

Voice wars: Rapid growth, but chaotic compe-

tition. Recent advances in machine learning and 

the subfield of deep learning have led to dramatic 

improvements in pattern recognition, especially 

for images and voice. Apple got the world excited 

about a voice interface with the introduction of Siri 

in 2011. For the first time, consumers had access to 

a natural conversation technology that worked (at 

least some of the time). Despite its first-mover  

advantage, however, Apple’s strategy for Siri was 

classic Apple: It designed Siri as a product to com-

plement the iPhone, not as a platform that could 

generate powerful network effects in its own right. 

Enter Amazon. When it introduced the Echo 

speaker and Alexa software in late 2014, it set in mo-

tion a war for platform domination among Alibaba, 

Apple, Google, Microsoft, Tencent, and a host of 

voice startups. Amazon’s strategy was to link multiple 

platforms powered by Amazon Web Services and 

offer a combination of speech recognition and high-

quality speech synthesis with various applications. 

Immediately identifying the potential for network  

effects, Amazon launched its Alexa Skills Kit — a  

collection of self-service APIs and tools that made it 

easy for third-party developers to create new Alexa 

apps. This open-platform strategy accelerated the 

number of Alexa skills from roughly 5,000 in late 

2016 to more than 90,000 in 2019.  

Amazon’s success spurred Apple, Google, 

Samsung, and various Chinese companies into ac-

tion. By late 2017, voice had morphed into a classic 

platform battle: Amazon and Google began heavily 

discounting products to build their installed base, 

with each side racing to add applications and func-

tions. All the major players have also been licensing 

their technologies (often for free) to consumer 

electronics, automotive, and enterprise software 

firms, hoping that these companies will use their 

voice platforms and solutions.  

How the platform war in voice computing will 

evolve depends heavily on the ease of multihoming. 

Currently, consumers can easily switch voice plat-

forms or use more than one. It will also depend on 

how the players choose to position themselves. 

There are many opportunities for competitor dif-

ferentiation and niche competition in voice: Apple 

has focused on the quality of music, Amazon on 

In the years ahead, virtually all large platform companies will 
evolve from free marketplaces to curated businesses with 
increasing government oversight and potentially new types  
of regulation.
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media and e-commerce, and Google on search- 

related queries, to name only a few.   

Meanwhile, competitive advantage has not yet 

hardened into market concentration. Google has 

already embedded its voice capabilities into hun-

dreds of millions of Android devices. But Amazon 

has the largest smart-speaker installed base, with 

tens of millions of devices sitting in users’ homes, 

especially in the United States. 

Ultimately, we expect the winner or winners in 

voice to be those platforms that build the largest in-

stalled base of users and create the more vibrant 

ecosystems for producing innovative applications. 

These ecosystems are likely to generate compelling 

voice solutions that reduce platform multihoming 

and competition from niche players and differenti-

ated competitors. 

Ride-sharing and self-driving cars: From plat-

form to service. While AI will spawn a range of new 

products, platforms, and services, it will also enable 

new capabilities that create, enhance, and destroy ex-

isting businesses. Nowhere is this dynamic clearer 

than in the emergence of self-driving cars, where 

Japan’s SoftBank has invested $60 billion in 40 com-

panies, including Didi, Grab, and Uber. Although 

Uber has already fallen far below its peak valuations, 

and other investments may follow, SoftBank is bet-

ting that transportation services platforms, such as 

ride-sharing accessed through smartphones, will 

eventually become highly concentrated businesses, 

generating huge returns similar to Alibaba, Apple, 

Google, and other digital platforms.3 

Ironically, this new AI-powered technology not 

only threatens the century-long hegemony of auto-

makers but may also disrupt today’s ride-sharing 

platforms. Despite relatively strong network effects 

between users and drivers, innovation in technol-

ogy and business models could replace the 

platforms belonging to companies such as Didi, 

Grab, Lyft, and Uber. 

The business challenge for ride-sharing plat-

forms is simple: They tend to lose money, and lots 

of it. Unlike asset-light transaction platforms such 

as eBay, Expedia, or Priceline, ride-sharing plat-

forms are not fully digital businesses: The ordering 

and payment transaction is digital, but the service 

delivery is physical, with mostly local and limited 

economies of scale and scope. Furthermore, the 

cost of attracting and paying drivers while keeping 

fares below the market price of taxis has squeezed 

the profit potential and resulted in huge losses for 

these companies. In addition, many drivers and 

riders multihome: They drive for or use both Uber 

and Lyft, as well as conventional taxis. 

The bottom line is that platformizing a low-margin 

business like taxi services or food delivery does not 

necessarily make it a profitable business, like selling 

software products or other digital goods. As a result, 

Didi, Grab, Lyft, and Uber have announced that their 

long-term strategies are to move beyond purely 

transactional platforms that match riders with driv-

ers to transportation as a service. As Lyft CEO Logan 

Green said, “We are going to move the entire [car] 

industry from one based on ownership to one based 

on subscription.”4 In this new model, ride-sharing 

platforms will probably own or lease fleets of auto-

mobiles, as well as bicycles and scooters. 

Tech companies like Google and most of the major 

automobile manufacturers, including General Motors 

and Toyota, are also investing aggressively in similar 

strategies. Despite a long history of selling products, 

even the most conservative car companies see AI as a 

way to transform themselves into service companies. 

Autonomous vehicle technology promises to re-

move human drivers, which would dramatically 

drive down the marginal cost of transportation ser-

vices for ride-sharing platform owners. But, in 

addition to bringing new competitors into the  

industry, it would also require massive capital invest-

ments in R&D and fleet costs. Some observers see 

Ultimately, we expect the winner or winners in voice to  
be those platforms that build the largest installed base of  
users and create the more vibrant ecosystems for producing 
innovative applications.



DISRUPTION 2020  •  MIT SLOAN MANAGEMENT REVIEW   33SLOANREVIEW.MIT.EDU

SLOANREVIEW.MIT.EDU SPRING 2020   MIT SLOAN MANAGEMENT REVIEW   9

this combination of conditions forcing Uber and 

other ride-sharing platforms to “either figure out a 

way to buy or at least manage an enormous fleet … 

or face annihilation by others who will.”5 In response 

to this threat, Uber began investing in autonomous 

vehicle technology in 2014. Lyft has taken a different 

approach by trying to form partnerships through its 

Open Platform Initiative. 

Owning or leasing a fleet of autonomous vehicles 

is counter to the two-sided platform business model 

of matching riders with drivers and their cars. If they 

make the transition to autonomous fleets, Uber and 

Lyft will become one-sided, company-controlled 

platforms that own and resell their own assets. The 

risk is that self-driving car services are unlikely to 

materialize as quickly or be as profitable as purely 

digital platforms with high transaction volumes. 

Nonetheless, future consumers are likely to benefit 

from more and cheaper ride-sharing services, as 

long as these businesses have enough capital and 

cash flow to survive.

Quantum computers: A next-generation com-

puting platform. In 1981 Nobel laureate Richard 

Feynman challenged his fellow scientists to build a 

computer mimicking nature — a quantum com-

puter. The challenge was accepted. In 2015 McKinsey 

consultants estimated that 7,000 researchers were 

working on quantum computing, with a combined 

budget of $1.5 billion.6 By 2018, dozens of universi-

ties, approximately 30 major companies, and more 

than a dozen startups had notable quantum com-

puting R&D efforts underway.7 More recently still, 

Google announced that it had built a quantum  

computer that far exceeded the capabilities of the 

world’s fastest supercomputers, at least for specific 

types of calculations.8

The state of quantum technology today resem-

bles that of conventional computing in the late 1940s 

and early 1950s: Quantum computers are difficult 

and expensive to build and program, and reside pri-

marily in universities and corporate research labs. 

Nonetheless, they represent a revolutionary innova-

tion platform, with the additional potential to 

stimulate new transaction platforms for specialized 

applications in simulation, optimization, cryptogra-

phy, and secure communication. 

Will quantum computing produce successful 

new platform businesses? Currently, the network 

effects appear weak because the application ecosys-

tems are still nascent and divided among several 

platform contenders. A spin-off from the University 

of British Columbia named D-Wave Systems, 

founded in 1999, has the lead in applications and the 

largest patent portfolio, followed by IBM and 

Microsoft. However, D-Wave has not built a general-

purpose quantum computer, unlike most other 

entrants into the field, and recently IBM has taken 

the lead in annual patent filings. To build better pro-

gramming tools and test real-world applications, 

more researchers must gain access to these patents 

and to more-powerful quantum computers. 

Quantum computers will not replace digital 

computers. Nor do we see this field as a winner-

takes-all-or-most market in which one company’s 

unique architecture will dominate, as occurred in 

mainframes, PCs, smartphones, microprocessors, 

consumer electronics, and other markets. Quantum 

computers will most likely always be special-purpose 

devices for certain types of massively parallel com-

putations, with different technologies more useful 

for particular applications. 

At the same time, quantum computing platforms 

are likely to face intense scrutiny and regulation be-

cause of the potential cryptography applications. On 

the one hand, quantum computers may be able to 

break secure keys generated by the most powerful 

conventional computers, which now protect much 

of the world’s information and financial assets. On 

the other hand, quantum computers themselves 

could generate unbreakable keys and facilitate truly 

secure communication. The leading companies will 

have to regulate themselves as well as work closely 

with governments, which are likely to play a major 

role in overseeing some of these new applications 

and services.

Platforms as Disrupters
We are heading into a future where we will buy and 

own fewer products (cars, bikes, vacation homes, 

household tools, and so on), and we will contract 

for more services directly with one another. We will 

likely manage this sharing through peer-to-peer 

transaction platforms along with general-purpose 

digital technologies, such as blockchain, to enable 

more secure and transparent exchanges.  

Some platforms that enable this future will follow 
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the model of disruption that Clayton Christensen 

described, with cheaper, inferior technologies grad-

ually overtaking incumbents. This occurred with the 

gradual domination of personal computers over 

mainframe computers and the rise of e-commerce 

and internet marketplaces over traditional stores, 

though the older technologies and ways of doing 

business continue to exist. We expect to see similar 

Christensen-style disruptions in the future, with 

voice platforms and self-driving cars. 

But this is not the only type of disruption we ex-

pect to see in the platform economy. Our research 

illustrates how platform disruption can come from 

above, as well as from below. For example, Apple and 

the iPhone disrupted the smartphone industry by 

building a high-end platform with superior perfor-

mance and features from the very beginning. 

Similarly, quantum computing systems and applica-

tions such as cryptography or complex simulations 

will likely arrive as expensive solutions coming from 

the high end of the market.  

Massive infusions of capital are a third form of 

disruption that could be just as powerful as new 

technologies and business models, such as turning 

transportation into a subscription service. The use 

of smartphones to match drivers and riders was in-

novative as a business model and required only 

modest investments in new technology. But what is 

less remarked on is the fact that Uber and other 

ride-sharing platforms disrupted the taxi business 

by spending billions of dollars in venture capital to 

subsidize a low-margin commodity transportation 

business. Whether or not Uber and similar ven-

tures survive, and whether or not financial backers 

such as SoftBank ever recoup their investments, 

they have disrupted the taxi business forever. 

In short, industrywide platforms and their 

global ecosystems have already disrupted many  

aspects of our personal and working lives. New in-

novation and transaction platforms have enabled 

nearly every type of exchange and activity imagin-

able in today’s world, and platform entrepreneurs 

have made Anything-as-a-Service possible. No 

matter how they evolve, we expect that future plat-

forms will continue to inspire both innovation and 

disruption. 

Michael A. Cusumano is the MIT Sloan Management 
Review distinguished professor of management at  
MIT Sloan School of Management, David B. Yoffie is 
the Max and Doris Starr Professor of International Busi-
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Annabelle Gawer (@AnnabelleGawer) is chaired pro-
fessor of digital economy at Surrey Business School  
at the University of Surrey. This article is adapted from 
the authors’ book The Business of Platforms: Strategy 
in the Age of Digital Competition, Innovation, and 
Power (HarperCollins, 2019). Comment on this  
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How Leaders  
Delude Themselves  
About Disruption
We’ve known for decades what causes disruption. So why are companies still allowing 
themselves to be vulnerable? The answer starts at the top.
BY SCOTT D. ANTHONY AND MICHAEL PUTZ

 E
ver since the 1997 publication of The Innovator’s Dilemma, researchers, manage-

ment experts, and businesspeople have discussed, dissected, and debated 

Clayton Christensen’s theory of disruptive innovation. By now, the arc of dis-

ruption is well established: We know how disrupters enter the market, and we 

know how incumbents typically bungle their responses to such seemingly insig-

nificant competition. Numerous books and articles have offered to solve the 

dilemma of disruption, including Christensen’s own The Innovator’s Solution  

(a 2003 book coauthored with Michael Raynor), which suggests that leaders who 

understand how disruption transpires can inoculate themselves against the 

threats and seize the opportunities.

Yet, despite so much insight and advice, the dilemma persists: 63% of companies are currently experi-

encing disruption, and 44% are highly susceptible to it, according to research by Accenture.1 And in a 

thorough analysis of more than 1,500 publicly listed companies, growth strategy consultancy Innosight 

found that only 52 of them, about 3% of the sample set, had made material progress in strategically trans-

forming their organizations.2 The default positions, it seems, are to squeeze extra points from profit 

margins, search for companies to acquire, or simply 

pay lip service to innovation by setting up token in-

cubators or having executives wear jeans and the 

occasional hoodie.

Why are companies still so vulnerable to disrup-

tive threats? Our view is that it isn’t about not 

having the right playbook. The problem is that 

well-intentioned leaders often delude themselves 

by downplaying disruptive threats or overestimat-

ing the difficulty of response. In simple terms, 

leaders lie to themselves. This means that dealing 

with disruption is not just an innovation challenge; 

it is a leadership challenge. This article explains 

these delusions about disruption and offers ways to 

help leaders avoid self-sabotage. 

Cautionary Tales Persist
“Christensen and Raynor have done a superb job of 

creating a framework for helping to understand in-

dustry dynamics and for planning your own 

growth alternatives.” This quote appeared on the 

back jacket of The Innovator’s Solution, attributed 

to Pekka Ala-Pietilä, then president of Nokia. The 

Finnish company had much to be proud of back 

then. It was on the brink of taking over the boom-

ing cellphone market. Over the next few years, the 
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company would grow into a seemingly unstoppa-

ble force. Its stock price surged. Then, in November 

2007, Forbes ran a prophetic cover with the head-

line, “Nokia: One Billion Customers — Can 

Anyone Catch the Cell Phone King?”

Well, yes. 

Despite having dominant market share, despite 

having the resources and capabilities to transition 

to the smartphone era, and despite having a leader 

who endorsed and presumably understood 

Christensen’s groundbreaking theories on disrup-

tion (though Ala-Pietilä, admittedly, left the 

company in 2005), Nokia stumbled. Apple 

famously entered the market mid-2007. Google 

formed the Open Handset Alliance, powered by the 

Android operating system, later that year. Nokia 

shares began to slide. In 2013, CEO Stephen Elop 

sold Nokia’s ailing cellphone business to Microsoft 

for roughly $7 billion. A year later, Microsoft took a 

roughly $7 billion write-down on the transaction, 

suggesting the business was worthless.

Nokia’s fall is just one of many cautionary tales: 

Eastman Kodak, Blockbuster, and Toys R Us were  

all destroyed by disruption. Some of today’s great 

companies look to be similarly snared in their  

own innovator’s dilemma. FedEx started in classic 
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disruptive fashion but today is under threat from 

Amazon, which could hollow out a significant por-

tion of FedEx’s core business by picking off 

high-value lines between hubs, leaving FedEx (and 

UPS) with small, unprofitable routes. Or consider 

Netflix. The disruption poster child could be dis-

rupted itself by Amazon, Apple, AT&T, or Disney. 

Netflix lacks the diverse portfolio these businesses 

have, and it may be overly focused on mainstream 

customers while ignoring the needs of less profitable 

ones, like all of those young people who prefer creat-

ing and sharing short-form videos on platforms 

such as YouTube and TikTok instead of watching 

shows like The Crown. New habit formation is often 

an early warning sign of disruptive change. For all its 

innovation prowess, why hasn’t Netflix visibly pur-

sued growth opportunities beyond video streaming 

and long-form content creation?

And why, after so many years since Christensen 

presented his original theory and so many caution-

ary tales, do leaders continue to miss the warning 

signs? Our view is that the disruptive playbook’s 

leadership section is incomplete. Leaders must learn 

how to build the individual and organizational capa-

bility to confront powerful self-deceptions that 

inhibit successfully dealing with disruption.

Four Lies Leaders Tell Themselves
Powerful deceptions hinder a leader’s ability to re-

spond to disruptive threats and seize disruptive 

opportunities. Christensen’s original research 

highlighted one such deception, noting how, ironi-

cally, listening to your best customers drives the 

innovator’s dilemma. Companies typically focus 

on satisfying their best customers (usually their 

most profitable ones) by providing better versions 

of current solutions while ignoring their worst cus-

tomers, the ones most likely to flock to cheaper or 

more convenient disruptive solutions. Of course, 

that deception is now well known. But other, less 

obvious lies that leaders tell themselves play a criti-

cal role in determining a company’s long-term fate. 

Let’s explore four of them.

LIE NO. 1: “We’re safe.” It is easy to be in the mid-

dle of a disruptive storm and take comfort in data 

suggesting everything is fine. This is because data 

lags disruptive change. CEOs look at their dash-

boards and think they are OK, but they forget that 

they are looking in a rearview mirror. BlackBerry is  

a good example. On April 1, 2008, its co-CEO,  

Jim Balsillie, gave an astonishing interview on a 

Canadian chat show.3 He dismissed the iPhone, 

didn’t mention Android, and smugly said, “I don’t 

look up too much or down too much. The great fun 

is doing what you do every day. I’m sort of a poster 

child for not sort of doing anything but what we do 

every day. ... We’re a very poorly diversified portfolio. 

It either goes to the moon or crashes to the earth.” 

It’s easy in hindsight to laugh at the quote and 

especially at Balsillie’s hubris. But consider 

BlackBerry’s performance at the time and over the 

next few years that followed. When Balsillie gave the 

interview, BlackBerry (then called Research in 

Motion) had just reported revenues double those in 

the previous fiscal year, to roughly $6 billion. Over 

the next three years, revenues tripled, reaching a 

peak of close to $20 billion. Then, of course, came 

the crash, and now BlackBerry’s revenues are below 

$1 billion. Today’s data reflects yesterday’s reality. 

Ironically, leaders can be adept at spotting disrup-

tion in other industries and yet be blind to what’s 

going on right in front of their eyes. Years ago, 

Innosight and Harvard Business School (HBS) held 

an event to discuss disruption with organizations that 

included Hallmark, Intel, Kodak, and the U.S. 

Department of Defense. Participants were given 

It is easy to be in the middle of a disruptive storm and take 
comfort in data suggesting everything is fine. This is because 
data lags disruptive change.
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20-page case studies highlighting potentially disrup-

tive developments related to their industries. Kodak’s 

case focused on digital imaging, for example, while 

Hallmark’s focused on online greeting cards. But by 

and large, the cases depicted similar disruptive scenar-

ios. “I thought this was going to be the most boring 

event ever,” admits Clark Gilbert, an HBS professor at 

the time and now president of BYU-Pathway 

Worldwide. “We basically had written five versions of 

the same case.” But something surprising transpired. 

While discussing the cases, it quickly became clear 

that while executives easily saw disruption in other 

industries, they missed the forces at work in their 

own. “It was remarkable,” says Gilbert. “None of the 

companies could see their own problem.”4

When company leaders finally see the problem, 

it is usually too late. Leaders must have the “courage 

to choose” before they face the proverbial burning 

platform. Once the platform is on fire, choices sub-

stantially narrow. Mark Bertolini of Aetna provides 

a good example of a leader who didn’t wait that 

long to act. When he became CEO in late 2010, 

there was no burning platform. The health insurer 

had just reported record revenues and record earn-

ings. It would have been easy for Bertolini to 

execute yesterday’s strategy for five years and ride 

off into the sunset. Instead, Bertolini made the cou-

rageous decision to dramatically reconfigure the 

business, which ultimately resulted in Aetna’s 

game-changing merger with CVS Health in early 

2018, a first-of-its-kind combination of retail phar-

macy and insurance capabilities. The combination 

creates the potential for more affordable access  

to urgent and primary care. The increasing collabo-

rations could break down the traditional health 

care silos — payer, provider, pharmacy, medical  

devices — and may signal the beginning of broader 

health care disruption. 

LIE NO. 2: “It’s too risky.” There is a perception 

that making bold investments in innovation carries 

systemic risks and that it is safer to stay the course. 

Consider a large European industrial company 

Innosight advised. The company was seeking to set a 

bold new direction and achieve ambitious perfor-

mance targets. Its leadership identified an opportunity 

to drive step-change growth by, for the first time in 

its history, bypassing traditional distributors to  

deliver highly customized products directly to end 

consumers. The strategy would require substantial 

commitment, but it also promised substantial returns, 

including the ability to spur growth, combat com-

moditization, and increase margins. Despite 

consensus and a serious commitment among the ex-

ecutive leadership team to the strategy, the outgoing 

and incoming board chairs decided — in the bath-

room during a break — to significantly reduce the 

scope of the ambition, perceiving that leveraging digi-

tal technologies and bypassing traditional distributors 

was too risky and not in the company’s short- and 

medium-term interests. The ambitious plan was 

scrapped after that bathroom break. Both the CEO 

and CFO departed soon thereafter, leaving a demoral-

ized management team with no clear view for the 

future except the status quo.

The fear of messing up what has been a proven 

strategy is powerful, but the reality is that making 

bold investments in innovation doesn’t carry sys-

temic risks. New Coke, Apple’s Newton, Microsoft’s 

Zune music player, Amazon’s Fire Phone, and 

Google’s augmented reality glasses are all examples 

of big companies that made big bets that led to big 

write-offs. But while none of these failures was 

good, of course, none sank their companies, either. 

“Big moves look like they are really risky. By and 

large, they are not,” declared a Fortune 500 CEO at 

a 2019 Innosight event. “Because what you lose 

when you invest a ton of money is the money you 

invested. It is capped. When you win, you usually 

create not only an annuity but a new ecosystem that 

gives you the opportunity to win in new areas.” 

What carries systemic risk is not making bold in-

vestments in innovation. In the face of disruptive 

change, company leaders consistently invest too  

little, too slowly, in doing something different. 

Companies increase risk by not taking risk. Walmart 

executives knew for years they had to embrace on-

line retail, and yet from 1998 to 2015, the company 

kept redirecting or scuttling significant investments 

to compete with Amazon and other e-retailers. It 

spun off Walmart.com in 2000 and brought it back 

in July 2001. It didn’t allow third-party sellers until 

2009 and then for years had just six sellers on its 

website. It invested in an e-commerce site in China 

in 2011, took a 100% share in 2015, and sold it off in 

2016. Its acquisition of Jet.com in 2016 has promise, 

but Walmart should have bet boldly years earlier 
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when the capital investment required would have 

been much lower and the tolerance for losses (nec-

essary to catch Amazon) higher.5

Ironically, such late-breaking attempts to catch up 

on innovation after being too slow are often, wrongly, 

seen as proof that they offer systemic risk — Walmart 

is “betting the store” on its web strategy. But that 

wrongly characterizes what is actually happening. 

Walmart was very, very late to the party and is now in-

novating to control the damage. Late-breaking 

catch-up innovation with a burning (or smoking) 

platform is not the same as making bold bets early on. 

LIE NO. 3: “My shareholders won’t let me.” 

This deception shows up in various guises. It might 

be “The activists will pounce on me,” or “My share-

holders won’t like it,” or “The market just cares 

about short-term results.” This type of lie — more 

like an excuse — leads to self-harm. A compelling 

stream of research by McKinsey shows that compa-

nies that take a long-term perspective outperform 

those that don’t. So, paradoxically, those that focus 

on short-term returns generate lower short-term 

returns.6 Indeed, many leaders hide behind the 

“maximize shareholder value” maxim without  

understanding exactly what it means. As Michael 

Mauboussin and Alfred Rappaport, prominent  

financial experts and coauthors of Expectations 

Investing, once noted:

Maximizing shareholder value means focusing  

on cash flow, not earnings. It means managing 

for the long term, not for the short term. And it 

means that managers must take risk into account 

as they evaluate choices. Executives who manage 

for value allocate corporate resources with the 

aim of maximizing the present value of risk- 

adjusted, long-term cash flows. They recognize 

that to create value, a company must generate a 

return on its invested capital that covers all of its 

costs over time, including the cost of capital. 

These executives are not fixated on the short-

term stock price but rather on building enduring 

long-term value that ultimately shows up in a 

higher stock price.7

Further, there are clear examples demonstrating 

that you can actively sell your shareholders on a new 

story, as long as it is indeed a convincing story and 

you demonstrate early success. But that doesn’t make 

it easy. Aetna’s Bertolini recalled a tense meeting 

early on in the company’s strategic transformation 

where he fielded questions from investment banking 

analysts: “I walked into a room of analysts and I said, 

‘You either think of me as stupid or that I’m lying to 

you, neither of which makes me want to spend more 

time with you.’ I have had shareholders who have 

said to me, ‘Why don’t you double your dividends?’ 

Well, I want to invest in the company. So I said that 

one of my largest shareholders should get the hell 

out of my stock.”8 In 2018, Harvard Business Review 

identified Bertolini as one of the 50 best-performing 

CEOs in the world and the highest-performing CEO 

in the health insurance industry.9 Bertolini’s deci-

sion to stand firm in the face of criticism helped 

drive Aetna’s successful transformation.

LIE NO. 4: “My people aren’t up to the task.” 

Leaders often use their own people as an excuse not 

to take action. It’s a convenient lie that puts the bur-

den of inaction on others — or worse, requires 

leaders to take dramatic action that may not be re-

quired. For example, in 2018, Biogen CEO Michel 

Vounatsos told a group of CEOs that transforming 

his company had required turning over a staggering 

80% of his top leadership team. “People resist 

change,” he said. “You need to find the leaders in the 

room who will be the ambassadors to the future.”10 

Vounatsos’s strategy underlines a popular percep-

tion that changing a company requires changing the 

staff. It is too early to tell whether Vounatsos’s 

method will pay off, but there is an obvious risk of 

destroying a significant amount of institutional 

knowledge. The difficulty and pain of the “rip and 

replace” strategy is perhaps one reason why only 3% 

of companies researched by Innosight were embark-

ing on significant strategic transformations. 

As a counterexample, DBS, the largest bank in 

Southeast Asia, went from a stodgy regulated bank to 

an innovative digital powerhouse without dramati-

cally changing its workforce. Soon after becoming 

CEO in 2009, Piyush Gupta set a challenge: Given 

increasing technological change, DBS had to func-

tion like a 27,000-person startup. That meant 

embracing new behaviors, such as agile develop-

ment, customer obsession, and experimentation. 

DBS’s culture change effort rested on the fundamen-

tal belief that its staff had the inherent capabilities to 
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become innovators but lacked the tools and support 

to realize them. Under the leadership of Paul 

Cobban, chief data and transformation officer, the 

bank redesigned its offices, changed its meeting 

styles to encourage equal participation and greater 

collaboration, and introduced a new innovation 

team with an unusual mandate: Under absolutely no 

circumstances should the innovation team innovate. 

Instead, the team’s mission is to enable the broader 

community to incorporate the behaviors that enable 

successful innovation.11

Transform Thyself 
To see these lies for what they are and successfully 

transform their organizations, leaders first need to 

transform themselves. Successfully responding to 

disruption requires executives to simultaneously 

reinvent today’s business while creating tomor-

row’s business. More specifically, they have to find 

new ways to solve customer problems while at the 

same time scoping out new growth opportunities. 

The challenge isn’t just that these missions are in 

conflict and involve periods of chaos and uncer-

tainty; it also is that they require fundamentally 

different mindsets and approaches. 

Research by longtime Harvard professor Robert 

Kegan found that most leaders lack the cognitive 

flexibility required to “toggle” between being disci-

plined and entrepreneurial. Kegan terms this 

flexibility self-transforming, where leaders have the 

ability to “step back from and reflect on the limits 

of our own ideology or personal authority; see that 

any one system or self-organization is in some way 

partial or incomplete; be friendlier toward contra-

diction and opposites; [and] seek to hold on to 

multiple systems rather than project all except one 

onto the other.”12 Unfortunately, other research 

suggests that no more than 5% of high-performing 

managers have achieved this level of leadership.13

It’s not surprising that so many leaders lack this 

capability. Most grew up in a world that was either 

disciplined or entrepreneurial but rarely both and 

almost never both at the same time. And leadership 

development (with rare exceptions) hasn’t caught 

up with this emerging need. To transform them-

selves, leaders must focus more on mindsets, 

awareness, and inner capacities to combat basic  

biases that make it hard to make decisions in uncer-

tainty and toggle between different frames. There 

are no quick fixes here. But research increasingly 

suggests the best starting point is to embrace what 

broadly goes under the term mindfulness.

To some, the word might sound squishy and New 

Agey, but meditation and related practices that use 

breathing to tune into thoughts and sensations 

have widely documented health benefits, such as 

boosting energy and lowering stress. More critical,  

and for our purposes here, mindfulness boosts 

awareness, increasing a person’s ability to step back, 

pause, and become aware of not just habitual 

thought patterns, but also emotional reactions.  

As Potential Project managing director Rasmus 

Hougaard has noted, mindfulness is not about just 

doing more but also seeing more clearly what is the 

right thing to do and what is just a distraction.14

Mindful leaders can, for example, “see” their  

reactivity, giving them the tools to identify and 

overcome the deceptions of disruption. A mindful 

leader is better at toggling between different mind-

sets: a disciplined focus on transforming today’s 

business and more entrepreneurial thinking to cre-

ate tomorrow’s business. Mindfulness is a powerful, 

scientifically validated tool for improving self-

awareness, which is a critical and underappreciated 

tool for senior leaders confronting the challenges of 

disruptive change. 

To see these lies for what they are and successfully
transform their organizations, leaders first need to
transform themselves.
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Some leaders who have successfully managed 

transformative change have touted the value of 

mindfulness. Aetna’s Bertolini was an early advocate 

of advancing meditation programs at his company, 

and in 2014, the company hired a chief mindfulness 

officer. Bertolini credits mindfulness for easing 

chronic pain he suffered after a skiing accident and 

when recovering from a rare form of cancer. He says 

it also improves his ability to process information 

and make sharp strategic decisions: “With so many 

things going on, whether in a small or large organi-

zation, you can get frozen by attempting to process it 

all instead of being present, listening, and focusing 

on what really matters.”15

Another example of the power of mindfulness 

comes from Pierre Wack, who advanced and pop-

ularized the idea of scenario planning while 

working at Royal Dutch Shell in the 1970s and 

1980s. Wack was influenced by Russian guru 

Georges Gurdjieff and practiced meditation in 

India. Successful scenario planning, Wack noted, 

requires “being in the right state of focus to put 

your finger unerringly on the key facts or insights 

that unlock or open understanding.”16 He noted 

that the value of scenario planning is not about  

developing specific plans that will actually be im-

plemented or getting to the “right” scenario but 

about helping leadership understand that the fu-

ture can be dramatically different from the present, 

while fostering a deeper understanding of the 

forces driving potential changes and uncertainties. 

The approach, he said, gives managers something 

“very precious: the ability to reperceive reality.”17 

By sharpening his ability to toggle between present 

reality and future possibility, Wack and his team 

transformed scenario planning from a passive ma-

nipulation of data into an active tool to stretch 

thinking and advance discussions. This helped 

Shell to see what others missed and weather oil 

shocks in the 1970s and 1980s significantly better 

than its competitors.  

Transform Thy Organization
Of course, it is not enough to transform just the 

person at the top. Too often you see a single-shot 

transformational leader. That is, a leader seems to 

transform an organization, but then the organiza-

tion backslides when the leader departs. For 

example, A.G. Lafley drove substantial change at 

Procter & Gamble as CEO from 2000 to 2009, but 

the company stumbled so badly when he stepped 

down that he was asked to return. Lou Gerstner was 

an icon for transformation during his time at IBM, 

but by the time Sam Palmisano turned the CEO 

reins over to Ginni Rometty, IBM had missed the 

cloud computing revolution and its touted Watson 

platform was struggling to deliver results commen-

surate with its hype. Tim Cook has been a strong 

steward at Apple, boosting growth and strengthen-

ing its services business, but he simply hasn’t 

matched the disruptive magic of Steve Jobs. Single-

shot leaders might have the personal ability to 

toggle between different mindsets, but they seem to 

struggle to codify core elements of their unique  

approach and institutionalize them.

Kegan and coauthor Lisa Laskow Lahey noted 

in An Everyone Culture that you can create a delib-

erately developmental organization (DDO) that 

consciously upgrades an entire organization’s ca-

pacity to grapple with disruption. Bridgewater, the 

world’s largest hedge fund, is a good example. It 

seeks to base the organization not on founder Ray 

Dalio’s charisma or his intuition but rather on de-

cision rules, which Dalio calls principles, hardwired 

into its systems. Some of the fundamental princi-

ples include radical transparency, where the goal is 

to review people “accurately, not kindly”; recog-

nizing that internal exploration and struggle is 

important (“pain + reflection = progress”); and 

sharing and supporting project work with com-

plete transparency. Bridgewater gives employee 

feedback not just to boost short-term performance 

but to enhance long-term capacity. It consciously 

helps its employees develop reflective muscles to 

understand defensive routines and blind spots and 

to improve their ability to acquire, process, and 

make sense of multiple forms of data. This com-

mitment to developing everyone’s “sense-making” 

capacity as a mission-critical component of long-

term performance sets DDOs like Bridgewater 

apart. 

Two final examples worth mentioning for their 

transformative efforts are SAP and Johnson & 

Johnson, which are helping staff develop creatively, 

emotionally, and mentally to tackle larger chal-

lenges such as disruption. SAP has trained more 
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than 10,000 of its employees to use meditation to 

improve self-perception, regulate emotions, and 

increase resilience and empathy. Participants re-

port double-digit increases in their personal sense 

of meaning, their ability to focus, their level of 

mental clarity, and their creative abilities.18 For its 

part, Johnson & Johnson has long focused on em-

ployee well-being. Recent efforts center on energy 

and performance, with a stated goal to help em-

ployees achieve “full engagement in work and life.” 

Participants answer diagnostic questions such as, 

“Are you present in the moment, focused, and fully 

aware?” and peer reviewers assess whether “their 

self-image is keeping them from being the person 

they wish to be.” Leaders serve as active role models 

for building these capabilities. CEO Alex Gorsky, 

for example, has long worn a fitness tracker and 

speaks publicly about the link between mental 

well-being and productivity.19 

IN THE FIRST TWO DECADES of the 21st century, 

scholars and practitioners fine-tuned the technical 

solution to the dilemma of disruption. It is high 

time for that community to more fully define a 

human solution — one that starts with senior lead-

ership and carries through an entire organization. 

If you want to defeat the dilemma of disruption, 

you must start by defeating delusions about disrup-

tion. That challenge starts at the top.

Scott D. Anthony (@scottdanthony) is a senior part-
ner at growth strategy consultancy Innosight and 
coauthor of Dual Transformation: How to Reposition 
Today’s Business While Creating the Future. Michael 
Putz is a strategy and business development execu-
tive with two decades of experience driving growth 
through disruptive innovation and business transfor-
mation. Comment on this article at http://sloanreview 
.mit.edu/x/61310.
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R
ecently I advised a large telecom-

munications company on its 

long-term strategy for wireless 

communications. The company 

was understandably concerned 

about its future. A half-dozen new streaming  

TV services were in the process of being launched, 

and bandwidth-hungry online gaming platforms 

were quickly attracting scores of new players. 

Possible regulatory actions seemed to be lurking 

around the corner, too. 

Changes like these meant disruptions to the 

company’s existing business models, which hadn’t 

materially evolved since the dawn of the internet 

age. As a result, the company worried that it might 

be facing an existential crisis. To get in front of the 

risk, its senior leaders wanted to dispatch a cross-

functional team to produce a three-year outlook 

analyzing which disruptive forces would affect the 

company and to what degree. It was no simple ef-

fort. First, the leaders had to galvanize internal 

support. At this company, any change to standard 

operations required lots of meetings, presentation 

decks, and explanations of concrete deliverables. 

Once they had buy-in and the cross-functional 

team was in place, they spent months researching 

the company’s competitive set, building financial 

models, and diving deeper into consumer elec-

tronics trends. 

The 11 Sources of 
Disruption Every 
Company Must Monitor
Think you’re aware of the forces that might disrupt your company?  
Your lens may be far too narrow.
BY AMY WEBB

D I S R U P T I O N  2 0 2 0 :  P I C K I N G  U P  S I G N A L S
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Finally, the team delivered on its mandate. A de-

tailed, comprehensive three-year plan projected 

that new streaming platforms and online gaming 

would cause a drastic increase in bandwidth con-

sumption, while newer connected gadgets —  

smartphones, watches, home exercise equipment, 

security cameras — would see greater market pen-

etration. It was a narrow vision that would take the 

company down a singular path focused only on 

streaming and consumer gadgets without consid-

ering other disruptive forces on the horizon.

The findings were hardly revelatory. Streaming 

platforms, gaming, and gadgets were a given. But what 

about all the other adjacent areas of innovation? In my 

experience, companies often focus on the familiar 

threats because they have systems in place to monitor 

and measure known risks. This adds very little value 

to long-term planning, and, worse, it can lead to orga-

nizations having to make quick decisions under 

duress. It’s rarer for companies to investigate unfamil-

iar disruptive forces in advance and to incorporate 

that research into strategy.

I was curious to know how the company had 

initially framed its project. The objective was to in-

vestigate all of the disruptive forces that could affect 

telecommunications in the future, yet it had really 

focused only on the usual known threats. 

There were plenty of outside developments 

worth attention. For example, some clever entrepre-

neurs had already deployed new systems to share the 

computer processing power sitting dormant in our 

connected devices. Using a simple app, consumers 

were selling remote access to their mobile phones in 

exchange for credits or money that can be spent on 

exchanges. (This literally allows consumers to earn 

money while they sleep.) Since the systems are  

distributed and decentralized, private data is safe-

guarded. On these new platforms, anyone can rent 

their spare computation resources for a fee. 

What’s most interesting about distributed 

computing platforms is that they can also harness 

the power of other devices, like connected micro-

waves and washing machines, smart fire alarms, 

and voice-controlled speakers. As distributed com-

puting platforms move from the fringe to the 

mainstream, this would have a seismic impact on 

the telecommunications company’s financial  

projections. While the team was accustomed to cal-

culating the cost per megabit for streaming and the 

cost to maintain its networks, it didn’t have formu-

las to calculate the financial impact of billions of 

connected devices that could soon be a part of giant 

distributed computing platforms.

Looking at the future of telecommunications 

through the lens of distributed computing, I had a lot 

of follow-up questions: How should existing band-

width models and projections be revised to account 

for all of these devices? Would customer plans still 

earn the same margins with all these new use cases for 

existing bandwidth? Would the company mine all of 

the device data for business intelligence? If so, what 

would data governance need to look like? 

I also asked the team to think about the future of 

telecommunications through another adjacent lens: 

climate change. Existing data centers, like all buildings, 

were developed using guidelines, architectural plans, 

and building codes that will likely need to change in  

response to severe weather events. Data centers must 

be housed inside temperature-controlled environ-

ments that never deviate. Heat waves, flash floods, 

hail, high winds, and wildfires have become more 

common — and harder to predict. This poses a 

threat to critical infrastructure.

While the team could build predictive models to 

anticipate bandwidth spikes, predicting extreme 

weather events would be far more difficult. How was 

the team tracking weather and climate? Had they 

built uncertainty into their financial projections to 

account for extreme weather events? Was there a cri-

sis plan ready to implement if the power got knocked 

Companies often focus on the familiar threats because they 
have systems in place to monitor and measure known risks. 
This can lead to organizations having to make quick decisions 
under duress.
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out? What if a long stretch of exceptionally hot days 

strained the air conditioners? Did it make sense for 

the company to continue building and maintaining 

data centers? Was there a case to be made for adding 

a small team of climate scientists to the company’s 

existing data science unit?

I could see from everyone’s reactions that this 

line of exponential questioning was beyond the 

typical scope of their research. The reason the com-

pany had not considered these and other areas of 

potential disruption had to do with its entrenched 

habits and cherished beliefs. The team was accus-

tomed to a rigorous — but narrow — approach to 

planning. They built financial projections, tracked 

their immediate competitors, and followed R&D 

within their industry sector. That was it.

What I observed is hardly unique. When faced 

with deep uncertainty, teams often develop a habit of 

controlling for internal, known variables and fail to 

track external factors as potential disrupters. Tracking 

known variables fits into an existing business culture 

because it’s an activity that can be measured quantita-

tively. This practice lures decision makers into a false 

sense of security, and it unfortunately results in a nar-

row framing of the future, making even the most 

successful organizations vulnerable to disruptive 

forces that appear to come out of nowhere. Failing to 

account for change outside those known variables is 

how even the biggest and most respected companies 

get disrupted out of the market.

Futurists call these external factors weak signals, 

and they are important indicators of change. Some 

leadership teams lean into uncertainty by seeking 

out weak signals. They use a proven framework,  

are open to alternative visions of the future, and 

challenge themselves to see their companies and in-

dustries through outside perspectives. Companies 

that do not formalize a process to continually look 

for weak signals typically find themselves rattled  

by disruptive forces.

As a quantitative futurist, my job is to investigate 

the future, and that process is anchored in inten-

tionally confronting uncertainties both internal 

and external to an organization. I do this using 

what I call the future forces theory, which explains 

how disruption usually stems from influential 

sources of macro change. These sources represent 

external uncertainties — factors that broadly affect 

business, governing, and society. They can skew 

positive, neutral, or negative.

I use a simple tool to apply the future forces the-

ory to organizations as they are developing strategic 

thinking. It lists 11 sources of macro change that 

are typically outside a leader’s control. (See “The 11 

Macro Sources of Disruption,” p. 46.) In 15 years of 

quantitative foresight research, I have discovered that 

all change is the result of disruption in one or more 

of these 11 sources. Organizations must pay 

attention to all 11 —  and they should look for areas of 

convergence, inflections, and contradictions. 

Emerging patterns are especially important be-

cause they signal transformation of some kind. 

Leaders must connect the dots back to their indus-

tries and companies and position teams to take 

incremental actions.

The 11 sources of change might seem onerous at 

first, but consider the benefit of a broader viewpoint: 

A big agricultural company tracking infrastructure 

changes could be a first mover into new or emerging 

markets, while a big box retailer monitoring 5G 
technology and artificial intelligence could be better 

positioned to compete against the big tech platforms.

Sources of macro change encompass the 

following:

1. Wealth distribution: the distribution of income 

across a population’s households, the concentration 

of assets in various communities, the ability for indi-

viduals to move up from their existing financial 

circumstances, and the gap between the top and 

bottom brackets within an economy. 

When faced with deep uncertainty, teams often develop a 
habit of controlling for internal, known variables and fail to  
track external factors as potential disrupters.
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2. Education: access to and quality of primary, 

secondary, and postsecondary education; work-

force training; trade apprenticeships; certification 

programs; the ways in which people are learning 

and the tools they’re using; what people are inter-

ested in studying.

3. Infrastructure: physical, organizational, and 

digital structures needed for society to operate 

(bridges, power grids, roads, Wi-Fi towers, closed-

circuit security cameras); the ways in which the 

infrastructure of one city, state, or country might 

affect another’s.

4. Government: local, state, national, and inter-

national governing bodies, their planning cycles, 

their elections, and the regulatory decisions they 

make.

5. Geopolitics: the relationships between the 

leaders, militaries, and governments of different 

countries; the risk faced by investors, companies, 

and elected leaders in response to regulatory, eco-

nomic, or military actions.

6. Economy: shifts in standard macroeconomic 

and microeconomic factors.

7. Public health: changes occurring in the health 

and behavior of a community’s population in  

response to lifestyles, popular culture, disease,  

government regulation, warfare or conflict, and  

religious beliefs.

THE 11 MACRO SOURCES OF DISRUPTION
This simple tool shows the 11 sources of macro change that are typically outside a leader’s control. 
Because technology is so intertwined with everyday life, it is shown as intersecting with all the other 
sources.

1. 
WEALTH  

DISTRIBUTION

2. 
EDUCATION

3. 
INFRASTRUCTURE

4. 
GOVERNMENT

5. 
GEOPOLITICS

6. 
ECONOMY

7. 
PUBLIC HEALTH

8. 
DEMOGRAPHICS

9. 
ENVIRONMENT

10. 
MEDIA AND  

TELECOMMUNICATIONS

11.TECHNOLOGY

11. 
TECHNOLOGY

Your  
Organization
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8. Demographics: observing how birth and 

death rates, income, population density, human 

migration, disease, and other dynamics are leading 

to shifts in communities.

9. Environment: changes to the natural world or 

specific geographic areas, including extreme weather 

events, climate fluctuations, rising sea levels, 

drought, high or low temperatures, and more. 

Agricultural production is included in this category.

10. Media and telecommunications: all of the 

ways in which we send and receive information and 

learn about the world, including social networks, 

news organizations, digital platforms, video 

streaming services, gaming and e-sports systems, 

5G, and the boundless other ways in which we con-

nect with each other.

11. Technology: not as an isolated source of 

macro change, but as the connective tissue linking 

business, government, and society. We always look 

for emerging tech developments as well as tech sig-

nals within the other sources of change.

This may seem an unreasonably broad list of  

signals to track to prepare for the future, but in my 

experience, ignoring these potential sources of 

change leaves organizations vulnerable to disruption. 

My favorite example of what comes to pass when 

companies ignore these signals happened in 2004, 

when there were a number of emerging weak signals 

that pointed to a drastic shift in how people commu-

nicated. Two senior leadership teams had access to 

the same information. One looked for external fac-

tors actively, while the other simply used trends 

within its industry to make incremental improve-

ments to its existing suite of products. Those 

decisions would result in the end of one of the world’s 

most loved and respected companies and the rise of 

an unlikely competitor that no one saw coming. The 

signals included the following developments:

•  New software made it easy for anyone to rip con-

tent from CDs and DVDs.

•  Peer-to-peer file sharing websites, like BitTorrent, 

isoHunt, The Pirate Bay, and LimeWire, that were 

first used by hackers had become popular with or-

dinary people who were sharing music and movies 

widely.

•  Demand for digital content was growing fast; sales 

of physical media were starting to decline.

•  Game developers were experimenting with haptic 

technology that responded to pressure and touch. 

In a combat game, for instance, when a player got 

hit by enemy fire, they’d feel the controller buzz. 

Developers were also building haptics into early 

touch screens: Players could simply touch an icon 

to advance, move back, turn, or stop.

•  In Korea and Japan, consumer gadgets were being 

built with dual functions: There were digital cam-

eras with MP3 players; cellphones had retractable 

metal antennas to receive broadcast TV signals. 

One of the senior leadership teams connected 

those signals with its existing work and foresaw a 

world in which all of our existing devices converged 

into just one mobile phone that had enough power 

to record videos, play games, check email, manage 

calendars, show interactive maps with directions, 

and much more. That team had no cherished beliefs 

about the existing form factor of our mobile phones 

and was willing to accept alternative ideas for how a 

computer-phone could work. That team worked at 

Apple, and in 2007, a product that had baked all of 

those weak signals into its strategy went on sale: the 

first iPhone. By the end of the decade, a company 

that once was mostly known for its sleek desktop 

computers had forced the entire mobile device mar-

ket to bend to its vision of the future.

By contrast, these very same weak signals never 

caught the attention of Research in Motion (RIM), 

which at the time made the world’s most popular 

phone, the BlackBerry. (In fact, we loved their 

phones so much we called them crackberries and 

were proud of our digital addictions.) It was the 

first device that allowed us to stay truly connected 

to the office. Perhaps most important, it had a full, 

physical keyboard. All other phones at that point 

simply had numbered buttons; to type letters re-

quired hitting a few buttons to access one of the 

three letters assigned to each number. Before the 

BlackBerry, a simple three-line text message could 

take several minutes to type. 

Because of the BlackBerry’s enormous popularity, 

RIM had become one of the largest and most valu-

able companies in the world, valued at $26 billion. It 

controlled an estimated 70% of the mobile market 

share and counted 7 million BlackBerry users. With 

its great run of success, the organization’s culture did 
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not allow for alternative versions of the future, and 

internally, there was an aversion to contradicting 

cherished beliefs. Managers who did connect those 

weak signals to the BlackBerry didn’t have credibility 

outside their departments. As a result, all of the dis-

ruptive external forces Apple was actively tracking 

never broke through to the senior leadership team of 

RIM. RIM continued innovating narrowly, selling a 

smaller BlackBerry Pearl with a tiny, pearl-shaped 

mouse embedded in the keyboard and releasing 

BlackBerries in new colors. It was, in hindsight, the 

defensive strategy that Clayton Christensen explained 

in his Theory of Disruptive Innovation. Threatened 

by a disruption, incumbents retreat to the strategy of 

what Christensen called sustaining innovations — 

new bells and whistles that allow the incumbent to 

keep its customer base and, more important, its profit 

margin. But such innovations virtually ignore the 

disruptions breaking into the incumbent’s market.

Once the iPhone launched, Apple kept listening 

for signals while RIM never recalibrated its strategy. 

Rather than quickly adapting its beloved product for a 

new generation of mobile users, RIM continued 

tweaking and incrementally improving its existing 

BlackBerries and its operating system. That first 

iPhone was in many ways a red herring. As is so often 

true with successful disrupters, the first product to 

break through is often low quality and barely “good 

enough” for consumers. That’s what enables incum-

bents to justify ignoring them. But the ascent to 

quality is rapid. Apple swiftly made improvements to 

the phone and the operating system. Soon it became 

clear that the iPhone was never intended to compete 

against the BlackBerry. Apple had an entirely different 

vision for the future of smartphones — it saw  

the trend in single devices for all of life, not just busi-

ness — and it would leapfrog RIM as a result. 

The ways in which RIM and Apple planned their 

futures are what sealed their fates, and what hap-

pened to RIM is a warning that applies to every 

organization. Senior leaders can choose to lean into 

uncertainty and methodically track disruptive forces 

early, or they can choose to innovate narrowly and 

reinforce established practices and beliefs. 

Many companies around the world use the future 

forces theory to help them make sense of deep un-

certainty and break free from the tyranny of narrow 

innovation. Some use it at the start of a strategic 

project, while others use it as a guiding principle 

throughout their work streams, processes, and plan-

ning. The key is to make a connection between each 

source of change and the company and also to ask 

questions like Who is funding new developments 

and experimentation in this source of change? 

Which populations will be directly or indirectly af-

fected by shifts in this area? Could any changes in 

this source lead to future regulatory actions? How 

might a shift in this area lead to shifts in other sec-

tors? Who would benefit if an advancement in this 

source of change winds up causing harm?

I have seen the most success in teams who use 

the macro change tool not just for a specific deliv-

erable but to encourage ongoing signal scanning. 

One multinational company took the idea to a 

wonderful extreme: It built cross-functional co-

horts made up of senior leaders and managers from 

every part of the organization all around the world. 

Each cohort has 10 people, and each person is as-

signed one of the sources of macro change, along 

with a few more specific technology topics and top-

ics related to their individual jobs. Cohort members 

are responsible for keeping up on their assigned 

coverage areas. A few times a month, each cohort 

has a 60-minute strategic conversation to share 

knowledge and talk about the implications of the 

weak signals they’re uncovering. Not only is this a 

great way to develop and build internal muscles for 

signal tracking, it has fostered better communica-

tion throughout the entire organization.

It might go against the established culture of your 

organization, but embracing uncertainty is the best 

way to confront external forces outside your control. 

Seeking out weak signals by intentionally looking 

through the lenses of macro change is the best possi-

ble way to make sure your organization stays ahead of 

the next wave of disruption. Better yet, it’s how your 

team could find itself on the edge of that wave, leading 

your entire industry into the future.

Amy Webb (@amywebb) is the founder of the Future 
Today Institute and professor of strategic foresight at 
the New York University Stern School of Business. 
Comment on this article at http://sloanreview.mit 
.edu/x/61309.
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of Technology, 2020.  All rights reserved. 
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 C
ambridge Analytica has become a household name, synon-
ymous with invasion of privacy. Its controversial entanglement 
with Facebook was a wake-up call about how we share infor-
mation online. Of course, Cambridge Analytica is gone now, 
and Mark Zuckerberg has survived so far. But the fallout for 
Facebook feels never-ending: the initial stock drop, the con-
gressional testimony, a record-breaking $5 billion fine from 
the Federal Trade Commission, a class-action suit approved 
by a federal judge,1 and another uncomfortable grilling in 
Congress.

The Facebook scandal is a cautionary tale for executives and consumers alike. But the 
lesson is much bigger than one about so-called fake news. The hasty reconstruction of 
value chains around new technologies is introducing and exacerbating ethical concerns 
across industries. It’s a free-for-all race as companies compete to impress users with new 
capabilities, and what’s at stake isn’t just which ones survive but whether we are able to 
sustain a civilized society or end up in a high-tech Wild West.

A Crisis of Ethics in 
Technology Innovation
As businesses work to delight consumers, they must also protect the public trust.
BY MAX WESSEL AND NICOLE HELMER

D I S R U P T I O N  2 0 2 0 :  D O I N G  B U S I N E S S  W I T H  I N T E G R I T Y
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Facebook ushered in a new era of publishing by 

building the world’s largest content creation and dis-

tribution network, amassing billions of users. It invited 

content makers and advertisers to subsidize those 

users on a platform that many people feel they can’t 

live without. No longer was the media value chain 

being orchestrated by a few large organizations; 

Facebook was opening up markets by enabling anyone 

with a keyboard and an internet connection to effort-

lessly plug into the world’s largest distribution system. 

In effect, Facebook broke apart the media value chain 

and simultaneously re-created it around the compa-

ny’s application programming interfaces (APIs).

But as Facebook helped transform an industry 

ecosystem, it didn’t concern itself with editorial 

ethics. It sold access to its user base — to companies 

like Cambridge Analytica — while maintaining 

distance from anything posted on its own platform. 

Content creators could tap into end-user data to 

precisely target their messaging, whether the infor-

mation they were putting out was false, misleading, 

or true. Driven by demand from billions of users, 

Facebook focused only on ensuring that the con-

tent on its network amassed clicks. 

In this new world of publishing — where authors, 

editors, and distributors are separate entities pursu-

ing their own interests — the scandalous 

consequences may seem predictable. After all, ac-

countability also splinters with the rest of the value 

chain. But when no one steps up to maintain ethical 

standards across the system, we all suffer in the end. 

Facebook is just one example of the evolving — 

and murky — world of self-defining ethics in 

technology. In this article, we argue that as techno-

logical systems rapidly restructure, ethical dilemmas 

will become more common and that well-understood 

theories can help us predict when and where prob-

lems may arise. Executives across industries find it 

enticing to democratize access to cumbersome mar-

kets like health care, lending, and publishing. But if 

you’re the executive who happens to decouple con-

sumer protection from mortgage lending, all the 

positive intentions in the world won’t protect you 

from the unavoidable backlash. 

Bottom line: Predicting where your industry 

will stumble within this new world can make the 

difference in ensuring your business flourishes 

with its reputation intact.

Modularizing Faster Than Ever
To be clear, this is not about a few software bugs re-

sulting from a “move fast and break things” 

mentality. This is about leaders, acting in the best 

interest of markets and consumers, enabled by the 

ubiquity of the internet, who unintentionally side-

step the ethical protections that underpin society as 

we know it. To understand the imminent ethical 

crisis and why current circumstances are so differ-

ent, we need to understand how value chains 

emerge and why even responsible technology com-

panies may overlook their ethical obligations.

In 2001, Clayton Christensen, Michael Raynor, 

and Matthew Verlinden published a lauded article 

in Harvard Business Review, “Skate to Where the 

Money Will Be.”2 It explained what they called the 

Theory of Interdependence and Modularity. The 

theory holds that when new technologies emerge, 

they tend to be tightly integrated in their design be-

cause dependence among components exists across 

the entire system. To combat this fragility, one en-

tity must take tight control of the system’s overall 

design to ensure performance.

Consider the early iPhone. Apple controlled the 

software, hardware, and even the network — to 

give users the best experience. There was one size, 

one browser, and one carrier. Features were elimi-

nated to support battery life, capacitive touch, and 

call quality. In Christensen’s language, the design’s 

interdependence was critical, as the phone itself 

struggled with basic performance issues related to 

its core function of voice communication. Only 

Apple’s unequivocal control made the product rea-

sonably competitive.

Christensen and coauthors argued that, over 

time, the connections among different parts of 

complex systems become well understood. Each el-

ement’s role is defined. Standards are developed. To 

use Christensen’s term, the industry becomes mod-

ular, and an array of companies can optimize and 

commercialize small, specific components with no 

meaningful impact on overall system performance. 

Today’s iPhone consumers can choose their screen 

size and phone thickness, the app store is filled with 

tools and games from millions of different develop-

ers, and phones are available on any network. An 

entire smartphone industry now exists whereby 

consumers can pick and choose practically 
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everything about their phones, and the software on 

them, to meet their individual needs. 

For any new technology industry, modulariza-

tion is the end state; it benefits consumers and 

grows the pie. Since one company no longer needs 

to take responsibility for the entire system, every 

company is free to focus on whichever elements 

they deem to be strategically advantageous. 

Christensen, Raynor, and Verlinden counseled 

companies to anticipate how their markets would 

become modular and to compete in the places most 

difficult to master. In the smartphone arena, chip-

set makers and mobile app companies gobble up all 

the profit in the system as they tackle the most dif-

ferentiated parts of it. Playing off a famous hockey 

tip from Wayne Gretzky in their HBR article title, 

the authors coached strategists to head to “where 

the money will be,” not where it is today.

But modularization is a double-edged sword: 

The disaggregation of development responsibility 

also means the diffusion of responsibility for ethi-

cal outcomes.

And today’s reality is that modularization is  

accelerating across industries. The internet stan-

dardized communication, architecture, and 

information exchange in every function, allowing 

new businesses to turn a profit by perfecting ever-

more-narrow slices of a value chain. 

Consider Lyft. When the company went public 

in March 2019, its filings recognized the risk that it 

relied on critical third parties for payments, fi-

nancing, web infrastructure, background checks, 

and other significant technology components. It 

is a massively successful business, but many of its 

core processes are delivered through the combined 

services of other vendors. We’d expect similar risks 

to be identified in the filings of almost every out-

going IPO. 

The rise of companies focused on simple com-

ponents of complex systems has created a virtual à 

la carte menu from which would-be disrupters can 

tailor new, complex products according to cus-

tomer demands. The result: a virtuous cycle that 

has caused a whirlwind reconstruction of value 

chains in every industry. 

In our increasingly modular world, companies 

can quickly tailor products to user demands; inno-

vation and opportunity flourish, but so do the 

potential risks — not just to a company’s bottom 

line and reputation but also to society at large. 

Innovation might be able to move with lightning 

speed, but our user protections do not.

What Users Don’t Demand:  
Regulation
The danger of trusting the pull of user demand to 

shape an industry is that users’ short-term desires 

don’t always account for long-term societal needs. 

Think of the personal choice of smoking versus its 

secondhand effects on other people, or the short-

term savings of not carrying personal health 

insurance versus the long-term impact on public 

health, or the convenience of driving your own car 

to work versus the societal benefit of public trans-

portation. In many situations, a user makes a choice 

and society bears the burden of it.

Now let’s expand this dilemma to a uniquely 

modern one. Imagine you’re a parent who wants to 

educate your child about technology, given the in-

creasing need for young people to understand 

engineering concepts and have some familiarity 

with design. You purchase a cheap 3D printer and 

use it to impart lessons around technology, soft-

ware, and manufacturing processes. You’ve brought 

into your home an amazing tool but also a poten-

tially dangerous one. 

The danger of trusting the pull of user demand to shape an 
industry is that users’ short-term desires don’t always account 
for long-term societal needs.
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For context, 3D printing (or additive manufac-

turing) is the process whereby a physical object is 

constructed using a 3D computer model and a 

standard machine that extrudes material to build 

the object, often layer by layer. These machines are 

extremely affordable for small-batch productions 

relative to the manufacturing equipment we’ve re-

lied on until now. Most 3D printers can’t yet create 

objects at the speed required for commercial scale, 

but flexibility was designed into their architectures 

from the beginning. Whereas the injection-mold 

manufacturing used in the last paradigm required 

specialized configuration, 3D printers are designed 

to enable someone to make almost any design a 

reality.

Today, 3D-printable items already range from the 

mundane, like plastic trinkets, to life-changing, like 

affordable housing. The first airplane with a 

3D-printed part took flight in 2014. And the world’s 

first 3D-printed heart was announced in April 2019. 

Simply put, 3D printing will democratize the pro-

duction of anything.

On its face, this is amazing. Imagine completely 

eliminating the organ-transplant waiting list or not 

having to run to a hardware store when you need a 

nail. It’s no wonder that hundreds of thousands of 

households have already invested in 3D printers. The 

world of home-printing critical goods is imminent.

Unfortunately, putting a modular manufactur-

ing device in every household drives the same type 

of value-chain disruption that Facebook enabled 

with its publishing API. Customers are no longer 

beholden to the large companies that also were re-

sponsible for producing and distributing products. 

Instead, any amateur designer can use inexpensive 

computer design software to create models for pro-

duction and then distribute their designs to 

millions of eager consumers by leveraging distribu-

tion networks of 3D-printer makers. With a simple 

download, end users can now fire them off to 3D 

printers.

Such modularization in manufacturing allows us 

to bypass the controls that have existed for genera-

tions in supply chains, regulated industries, and 

intellectual property. Relatively benign examples 

abound: Your child wants a new action figure — do 

you pay for it or just print an illegal replica? Much 

more serious, what if your driving-age teen puts a 

faulty home-printed part in your car? Even worse, 

consider firearms. Gun regulations vary across 

countries and U.S. states, but they do exist — and 

many are enforced at the point of sale: What types of 

arms and ammunition can be sold and to whom? If 

anyone can download a model from the internet and 

print a weapon at home, much of our approach to 

gun control will be rendered moot. 

Of course, most consumers bringing desktop 

3D printers into their homes simply wish to take 

advantage of the flexibility of the new systems, not 

to forecast every potential use and failure of them. 

Users pull technology into their lives to scratch an 

itch: Facebook to entertain themselves and social-

ize, Lyft to get from point A to point B, 3D printers 

to educate their kids or get simple tasks done faster. 

Consumers don’t (and shouldn’t) be responsible 

for thinking about the implications of introducing 

new systems on the back of modular innovations.

As executives, if we rely on users to guide our 

ethical responsibilities, we are destined to be at best 

reactive — and, at worst, too late to chart the right 

course. 

Luckily, if you believe that the internet will con-

tinue to enable rapid modularization in every 

industry, there are clear ways to navigate this com-

pelling future.

Healthy Accountability
Around the time the news feeds debuted, Anne 

Wojcicki’s 23andMe began offering direct-to- 

consumer DNA testing: Simply spit in a vial, and 

23andMe would analyze more than 600,000 genetic 

markers to send you information about your health 

risks and ancestry. Time named it the Best Invention 

of 2008 for “pioneering retail genomics.” And it was 

possible only because of the modularization in  

intellectual property related to genomics and gains 

in cloud computing that enabled high-volume 

storage, search, and processing. Of course, this 

modularization also created ethical gray areas.

Beyond empowering individuals with easy access 

to their health indicators, Wojcicki maintained a vi-

sion to accelerate and simplify medical research. The 

cost and time required to bring new treatments to 

market could be slashed with access to a sufficiently 

large, diverse database of consenting participants. 

It’s easy to get caught up in the extraordinary 
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possibilities. It’s harder to consider tough questions 

about things like test validity, unexpected parentage 

discoveries, and the role of primary care providers in 

understanding results. It’s tougher still to imagine all 

the new ways that access to this information might 

upend our existing social systems: What are your ob-

ligations to report a genetic marker for a disease to 

your health insurer? Can health insurers buy access 

to this information? What access should law enforce-

ment have? What if you choose not to participate but 

your information can be easily inferred from that of 

a relative? And who’s responsible for considering all 

of these questions and others?

Ownership and accountability are messy in the 

age of modularity.

Considering all possible societal implications is a 

big ask for people merely curious about their ancestry. 

And consumer genetic testing falls somewhere be-

tween the Centers for Medicare and Medicaid Services 

regulations of clinical research (consumer DNA test-

ing is not a clinical trial) and the Food and Drug 

Administration’s regulations of drugs, biological 

products, and medical devices (the FDA now lumps 

consumer genetic tests in with medical devices).

Wojcicki spoke about this topic for four consecu-

tive years at Stanford’s Graduate School of Business. 

Her take is that, despite its challenges, trust is still 

crucial to keeping the health care system function-

ing. Therefore, if individuals couldn’t contemplate 

the wide-ranging effects, and if regulators couldn’t 

keep up with the breadth and pace of change, 

Wojcicki had to take responsibility to deliver that 

trust. Borrowing a proven concept from the existing 

health industry, she engaged an independent institu-

tional review board to serve as ethical adviser on all 

of 23andMe’s activities.  

The fact is, 23andMe’s data can be used for 

earth-changing research and, at the same time, 

have unexpected destructive effects. Skipping the 

middlemen of primary care providers in ordering 

genetic tests — or of clinical research organizations 

in collecting data — is not a question of morality 

but of how we as a society maximize the benefits 

while controlling costs. Pertinent applications of 

23andMe’s data will be debated, probably for years, 

before something like public consensus develops.

We’ve already seen that modularity enables busi-

nesses to quickly scale to entire populations, after 

discovering and delivering what users want —  

and that this speed shortcuts our long-standing  

approaches to public scrutiny. By seeking out  

third-party advisers to review the use of their data, 

Wojcicki has created a countervailing power to rep-

resent the societal viewpoint, just as any traditional 

research institution would maintain.

In redefining the way we access medical informa-

tion and participate in research, direct-to-consumer 

genetic testing is another area where modular innova-

tions could fail us without thoughtful action. The 

FDA, and certainly an individual consumer, cannot 

possibly consider all the positive and negative impli-

cations of merely spitting in a cup. The companies 

that find enormous value in this act must take on 

some of the ethical onus, as 23andMe has set out to do.

Intention to Action
Christensen et al.’s theory of interdependence and 

modularity is a powerful explanation of how value 

chains evolve — and of the influence of consumer 

demand. As value chains split apart, innovators can 

reassemble them in response to customers’ desires, 

in ways that take advantage of new technological 

options. Executives who embrace these changes 

should also seek to conscientiously address the 

often less-than-obvious ethical issues that arise. We 

suggest three courses of action:

1. Assume you become the standard bearer. 

Most innovators are comfortable playing on the 

margin. As disrupters who embrace modularity 

come up from below, it’s easy for them to point to 

traditional businesses and refer to their ability to 

fulfill complex needs in the market. But success as a 

disrupter should come with a sense of obligation to 

change the paradigm, particularly when the upstart 

turns into the dominant platform. So instead of fo-

cusing only on the outcomes of your initial attack, 

work backward. Assume you become dominant. 

Then ask what is most likely to break, what can be 

done to prevent breaks, and how to handle them 

when they occur.

2. Document the safeguards that would have pre-

vented such failure in the current system. Borrow a 

page from lean process improvement and start by 

mapping the complete value chain for the service 

you’re providing as it existed before your company ar-

rived. Next, chart out the future state in which you’re 
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dominant. Chances are, you’ve created an efficiency by 

removing or reducing the scope of some step. Learn 

the history of how this step evolved, and consider the 

safeguards ingrained within it: Are they regulatory? 

Are they related to standards? Are they social con-

structs? Consider the protections inherent in restricted 

access: What education or training did those with ac-

cess have? If it helps, imagine how a horde of naive 

teenagers might misuse or misunderstand your ser-

vice. Definitely contemplate how it may be used by 

malicious actors. Safeguards have protected consum-

ers as well as the market. Know them, and plan for 

how they will be addressed in the future state. 

3. Identify who is responsible for delivering

these capabilities. In some cases, it will be crystal 

clear: Ride-share services could not survive without 

trust in drivers, so Lyft and Uber must ensure back-

ground checks are done, even if they don’t conduct 

them directly. In other cases, it won’t be obvious: Are 

3D printers “just a platform” facilitating exchange 

between model designers and consumers? Leaders 

need to anticipate that they’ll be held accountable 

for the failures of the changes they usher in. 

To put these recommendations into practice, it’s 

important to assume success, understand the gaps, 

and take responsibility for the future that will be cre-

ated. The particulars of implementation will vary by 

industry and company, of course. But we believe 

strongly that these three actions are key to recognizing 

where ethical uncertainties may arise from modular-

ity and how to responsibly navigate that change.

THE MODEL FOR the Liberator, a 3D-printable 

plastic gun, was downloaded more than 100,000 

times before a federal judge blocked the posting of 

3D gun blueprints online.3 Lucky for us all, not 

every household has a 3D printer; the printed parts 

have to be meticulously assembled; and, even when 

built correctly, the gun produced is unreliable (it’s 

just as likely to misfire on its owner as on the in-

tended target). In time, these complications will be 

worked out. But that also means there’s time for 

regulators to plan for the obvious threat. 

In other arenas, we should be more concerned. 

Industries such as lending, media, employment, and 

health care as we know them have evolved over the 

course of decades; their protections were sometimes 

hard-won and sometimes inherent in the very nature 

of the previous operators or target audiences. Faster 

than ever, disrupters and large corporations alike are 

reforming these value chains to take advantage of 

blazing-fast transfer of information, the application 

of artificial intelligence, and the creation of market-

places and networks that distribute low-margin 

work. It’s optimistic and reckless to assume that the 

existing protections will automatically port over to 

the newly modular systems.

Strict compliance with the laws, while crucial, is 

also insufficient to avoid the ethical pitfalls. In a 

piece for CNN Business, the former COO of 

Cambridge Analytica, Julian Wheatland, reflected 

on the scandal: “Cambridge Analytica made many 

mistakes on the path to notoriety. But its biggest 

mistake was believing that complying with gov-

ernment regulations was enough and thereby 

ignoring broader questions of data ethics and pub-

lic perception.”4

Lesson: The only rational solution is to embrace 

new ethical paradigms in a thoughtful way. Every 

executive should imagine the future that is bound 

to arrive and consider both the path toward con-

sumer delight and the systemic protections that 

will be required.

Max Wessel (@maxwellelliot) is chief innovation  
officer at SAP, responsible for technology research 
and product incubation efforts. Nicole Helmer  
(@nikkihelmer) is a decision scientist at SAP,  
working at the intersection of customer experience, 
emerging technologies, and new product develop-
ment. Comment on this article at http://sloanreview 
.mit.edu/x/61303.
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 L
et me tell you about my evening routine. Every night, my dog Romeo and I come 

home from the Cambridge, Massachusetts, offices of HubSpot, where I’m CEO, 

by taking a Lyft. We play our favorite band on Spotify. Cranking the music, we 

boogie over to the dog area, clean out some of Romeo’s toys, and see if he got a 

new package in the mail from Chewy — he loves their chicken lollipops. After a 

snack, I head down to the gym for a workout I booked through ClassPass. I come 

home and shower and shave using a new package from Dollar Shave Club. I order 

something from DoorDash, and, after it arrives, Romeo and I put our toes up and 

check out a favorite movie on Netflix. Then we lie down on our Casper mattress, 

and we get a good night’s sleep. 

I think we have a fascinating evening routine. Why? Because all these companies — I just ripped through 

eight of them — have replaced companies I used to do business with.

It’s not just my evening routine; it’s my daily routine. It’s all of our daily routines, isn’t it? There’s been a mas-

sive wave of disruption happening in the consumer world, courtesy of companies like Lyft, Netflix, and Spotify.

The same shift is going on in the business world. When I’m on the West Coast, I set up in a remote office and 

collaborate with team members on Slack. When 

there’s a meeting, I fire up Zoom. When I’m 

hungry, I scarf down something from ezCater. 

Again, this is a wholesale swap of vendors.

But this isn’t disruption in the way most of 

us think of it. We tend to think about technol-

ogy disrupters — the browser, Google, Intel, 

the iPhone, maybe the Tesla someday. Big 

technology companies with lots of patents. (In 

2018, Intel was granted 2,735 patents, Apple 

2,160, and Google 2,070.)1

Companies like Chewy and Dollar Shave 

and ClassPass — are they technology disrupt-

ers? I’m not so sure. I went very deep on this 

list of companies plus a few others, about  

20 altogether, with two of my colleagues at 

HubSpot. We talked to almost all of these 

The Experience  
Disrupters
To compete in 2020, it’s not good enough to have a disruptive product.  
Your customer experience also needs to shine.
BY BRIAN HALLIGAN
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companies’ founders. We purchased pretty much 

all their products, we read all their terms and con-

ditions, we talked to their big investors. We asked 

about their patents and found only about 50 total. 

And my theory is that these companies are not 

technology disrupters.

Instead, I think we’re seeing a new species of dis-

rupter emerging in our economy, a species I call 

experience disrupters. These organizations all have 

great products, but they offer even better experi-

ences. How they sell is why they win.

Of course, all companies aim (or should aim) for 

great customer service, but that’s not what I’m talking 

about here. These companies have fundamentally  

reshaped what their customers come to expect in the 

experience of purchasing and using their product  

or service. This is a central insight of Clayton 

Christensen’s Theory of Jobs to Be Done, which tells 

us that customers don’t simply buy products or ser-

vices. They hire them to do a job for them. Doing that 

job well for customers involves creating the right ex-

periences for those customers, from the moment they 

begin to think about purchasing the product to their 

everyday use of that product. It’s an essential part of 

developing a deep relationship with customers: You 

solve their struggle for them.  

What I think we are seeing now are companies 

that outmaneuver the competition by excelling at 

this. After studying such companies, what they’re 

good at, and the customer experience with each of 

them, I’ve come up with five things I call modern ad-

aptations that allow these experience disrupters to 

run over the incumbents in their industries. Here, I’ll 

discuss what I’ve observed about those adaptations, 

leaving you with a playbook to use in your company. 

They Give You Experiences You 
Didn’t Know You Wanted
The first adaptation is that while incumbent com-

panies focus on product-market fit, experience 

disrupters work on experience-market fit. Product-

market fit, when you’ve found the right mix of 

product for just the right target market, is considered 

by these companies as necessary but insufficient to 

get the disruption they’re really after. For experience 

disrupters, what matters is offering experiences that 

surround the product and that customers didn’t 

even know they wanted or could ask for.

Let me give you an example. I first heard of 

Carvana when we started this research project. It 

turns out a bunch of my colleagues had purchased 

cars from this online used-car company and were 

raving about it. Carvana was founded in 2012 and 

was the eighth-largest used-car dealer in the United 

States in 2018.2 It went public in 2017. As of this 

writing, it has a market cap of roughly $12.5 billion. 

And it is a killer experience disrupter. 

How did Carvana become so successful so fast? 

You might think it was about inventory: Typically, a 

car dealer has cars all over parking lots, and Carvana 

instead has a giant online car vending machine. 

Now, that step is necessary, but insufficient, to 

get the crazy growth it’s had. 

The reason Carvana has exploded is that it’s fo-

cused on the experience-market fit. The company’s 

leaders set out to create a whole new way to buy a 

car. You have a very Amazon-like experience, in the 

sense of how user-friendly the online interface is. 

You choose the price range, mileage, condition, and 

type of car you want. You can get alerted when a car 

in your range is available near you. Once you select 

a car, you can view a 360-degree inspection with 

annotated zoom-in areas to see where there is wear 

and tear.

But you don’t just buy the car from Carvana: 

The company deals with the department of motor 

vehicles, it deals with the taxes, it deals with the reg-

istration. It does all the crapola that none of us 

wants to do. Then you tell Carvana, “Hey, I bought 

the car, and I want it delivered to my house on 

Tuesday afternoon” — you pick a time and a place, 

and the company brings it to you. Awesome. And 

then you drive the car around for a week, and if 

you’re not happy with the car for whatever reason, 

you can return it, no questions asked. 

Carvana has taken the cringeworthy process of 

buying a car and automated it, institutionalized it, 

and made it awesome. That’s experience-market fit.

They Make Interactions Frictionless
The second adaptation is that experience disrupters 

pull the friction out of each customer interaction. 

The analogy I like is the mechanical flywheel — the 

circular device that can provide a continuous power 

output. In this analogy, the less friction customer 

interactions have, the faster the flywheel spins, and 

While  
incumbent 
companies
focus on 
product- 
market fit, 
experience
disrupters 
work on  
experience-
market fit.
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the faster a company grows. In businesses that are 

struggling to keep up with experience disrupters, 

their flywheels are full of friction. Experience dis-

rupters are very good at reducing that tension. 

Consider Atlassian, an Australian B2B collabo-

ration software company that is a friction-fighting 

superhero. It’s a large company that is growing 

very fast and is very profitable, with a market cap 

near $36 billion. The company’s president, Jay 

Simons, serves on HubSpot’s board, and we are 

one of Atlassian’s biggest customers, so I know the 

business well. Simons told us that changing the 

process of buying B2B software meant rethinking 

how the marketing and sales departments interact 

with customers, and even how the contracting 

process works.

First, Atlassian’s marketing department looks 

just like a B2C marketing department, focusing less 

on generating new leads and more on activating 

current users and multiplying the number of users 

and teams within a customer. Instead of fighting 

the uphill battle for senior-level evaluation of their 

solution, Atlassian focuses on the ease with which 

an end user can invite a colleague to a collaborative 

project. 

Now, most of the B2B experience disrupters do 

a really nice job of marrying low-friction, B2C-

style marketing with a slightly-heavier-friction 

traditional enterprise sales model. But Atlassian 

doesn’t do this. What impresses me is that most of 

its transactions happen without the sales team. 

Salespeople negotiate the highest-sticker-price 

deals — basically, the deals that generate the top 

1% of value. Otherwise, sales are straightforward, 

with no commissions. Just a few years ago, you’d 

buy a toothbrush or a comb online, but now  

people are buying multimillion-dollar pieces of 

software the same way.

Atlassian also tweaked the contracting process. 

Think about how the process typically works: 

Potential buyers will Google something they need, 

find a product on a website, and possibly check out 

the company’s blog and social media and do the 

same with its competitors. They’ll call the com-

pany, ask to talk to someone on the sales team, and 

maybe have a great experience with a salesperson 

who engages them, understands their pain, and  

solution-sells them. 

Trust and goodwill are built up, and the customer 

is ready to buy. And then: A brutal negotiation over 

the course of weeks or months ensues. 

All that trust, all that goodwill, all that good-

ness — it goes down the tubes. I really don’t like 

this. Jay Simons doesn’t like this, either. So what he 

said was, “Basta. Enough. No more negotiations. 

I’m not giving discounts to anyone. I don’t care if 

it’s my sister. No discounts.” What he wants to do is 

keep the goodwill between us. He doesn’t want an 

adversarial relationship. So when a prospect asks 

the inevitable question, “How about a discount?” 

Atlassian staff are trained to explain that the software 

is relatively lower cost because the company builds 

discounts directly into the prices to treat every cus-

tomer equally and to take away price uncertainty. 

The purchase price is online, and because they don’t 

negotiate changes in prices or terms and conditions, 

the contracting process is not complex — and it’s 

easily automated. All these decisions eliminate fric-

tion at this stage of the sale.

They Personalize the Relationship
The third adaptation is that experience disrupters 

are awfully good at creating a personalized experi-

ence. Their competitors, the incumbents in the 

industry, offer a more generic experience when 

they’re prospecting customers. In our research 

project, when we talked to the founders of experi-

ence disrupters, I was surprised at how much they 

didn’t sound like tech people. The language they 

used made them sound more like executives from 

The Ritz-Carlton or the Four Seasons. The way 

these companies cater to each customer makes them 

less like tech companies than like ultramodern  

hospitality companies. 

Think about Netflix. Inside the company’s  

database, there’s a fingerprint for every one of us cus-

tomers. The more we use their product, the more 

shows we watch or click on or give up on 10 minutes in, 

the better the company gets at personalizing its recom-

mendations to us. Netflix suggests new content based 

on viewing history, but even the finest details — such 

as the thumbnails that accompany each show — are 

tailored to an individual user’s browsing habits. This is 

one of Netflix’s real secrets of success. 

Now, Netflix isn’t the only company using data 

to be much more prescriptive about experience. 
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This is also happening at Stitch Fix, an online per-

sonal styling company based in San Francisco. The 

company offers customized clothing selection for 

customers and also sells the outfits. When Stitch Fix 

first got started, individual stylists recommended 

combinations of apparel solely on the basis of 

lengthy profiles completed by customers about 

their style preferences and specific measurements.

But Stitch Fix CEO Katrina Lake knew the value 

of data to deepen the accuracy of stylists’ recom-

mendations and to give scale to the business. Today, 

in addition to the initial customer profile, the com-

pany uses direct feedback from customers on their 

purchases, mountains of data from across all its 

customers about which items were purchased to-

gether and which were rejected and returned, and 

fastidious details from its merchandise team about 

the precise measurements, textures, and aesthetics 

of each clothing option. All this arms Stitch Fix 

with an opportunity to base recommendations on 

much more than just “customers who bought this 

also bought that” logic.3

The company’s algorithm helps generate rec-

ommendations that have progressively led to 

increased purchases over returns, and more addi-

tional purchases by repeat customers. It’s working: 

Stitch Fix, which went public in 2017, has a market 

cap of $2.4 billion.

Netflix and Stitch Fix are playing the same game: 

They use lots and lots of data to highly personalize 

your experience with them. How they sell is why 

they win. 

They Get Customers  
to Sell for Them
The fourth adaptation is that while the incumbents 

know how to sell to their customers, the experience 

disrupters are very good at selling through their 

customers. One of my favorite examples is Emily 

Weiss, founder of the cosmetics company Glossier. 

She started off as a blogger — she’s a fabulous  

content creator, and her blog, Into the Gloss, was 

blowing up with beauty tips. And then she started 

developing beauty products. 

Where Weiss is next-level and a bona fide expe-

rience disrupter is her ability to not just create her 

own content but also encourage and enable her 

customers to create content. Glossier makes its 

products available to popular video bloggers, 

known as vloggers, sometimes even prior to public 

release to build buzz. For instance, Glossier worked 

with Jackie Aina, a Top 20 YouTube beauty vlogger 

who has more than 3 million YouTube subscribers, 

to review a product when it was still unannounced. 

Thousands of wannabes and micro influencers 

who may have a few thousand followers each imi-

tate the most popular vloggers with their own 

video reviews. The result is hundreds of thousands 

of pieces of content out there about Weiss’s prod-

ucts — all created by her customers. Some of those 

individual videos have more than a million views. 

Glossier is still a private company, but its estimated 

valuation is $1.2 billion.

Warby Parker, the eyeglasses company, is an-

other classic experience disrupter for similar 

reasons. Neil Blumenthal, the cofounder and co-

CEO, thought the old process of buying glasses was 

a pain. And it was. You had to schedule going down 

to the store, and the scheduling was a bear because 

you had to bring your most judgy friend with you. 

Blumenthal said, “I’m going to rethink that. I’m 

going to mail you the glasses so you try them on, 

you can post photos on Instagram, and you can 

then ask all your judgy friends which one they like.” 

Again: How they sell is why they win. 

They Empower Employees to Make 
Things Right for Customers
This brings us to the fifth adaption: Experience dis-

rupters enable customer-facing employees to fix 

things when they need to. 

Traditionally, companies woo customers to 

make a purchase, but the second that purchase  

is made, it becomes the customer’s hassle to get  

service on it or return or exchange it if there’s a 

problem. Lots of companies offer free shipping, for 

example, but customers have to pay for the ship-

ping to make a return, they have to have kept the 

receipts, and they have to pay attention to how 

long ago the purchase was made. 

Experience disrupters make all these details 

much more customer-friendly. I was surprised at 

how powerful this play was. By rethinking some-

thing as mundane as terms and conditions, they are 

able to bust through those their industry models in 

effective ways. 
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A great example is online pet store Chewy, 

which I mentioned earlier. I ordered a medium 

shirt from there for Romeo. He’s always taken a me-

dium. But when I put the shirt on that poor dog, he 

could barely breathe. It was too tight — too many 

of those chicken lollipops. So I called Chewy, and I 

said, “I’d like to return my medium for a large,” and 

the woman said, “Nope, that’s not how we’re going 

to do it today.” She said, “Give your medium to a 

friend of yours, and we’ll send you a large for free.” 

Chewy gives its customer service reps a discre-

tionary budget to create opportunities to build 

goodwill with customers, and this empowerment 

allows for a customer experience that feels seam-

less. Obviously, this worked out great for me: I 

didn’t have to do the return, I didn’t have to do any 

paperwork, and Romeo got a shirt that fit. And it 

worked out really well for his friend, Woodford, 

who now has a new free shirt. 

What I like about this model is that Chewy’s 

costs to acquire Woodford as a future customer 

were very low, right? I got Woodford for them. 

Chewy didn’t have to spend very much to do it. And 

the total lifetime value of Romeo is now very high. 

Experience disrupters know how incredibly  

significant it feels for customers when there’s a  

genuine change in the power balance in post-sale 

interactions. A friend of mine got herself all worked 

up before calling her cellphone company about 

something she thought was a mischarge on her  

bill — a situation most of us have been through 

with a phone company or cable provider — antici-

pating yet another interaction that would go badly. 

She hung up in near disbelief just a few minutes 

later when the customer service rep believed her, 

fixed the billing charge while they were on the 

phone, and offered her a courtesy credit for the hassle. 

There is unbelievable value in this adaptation.

THESE EXPERIENCE DISRUPTERS really are a 

different species. They think differently, and the 

founders have a healthy disdain for conventional 

wisdom. They spend hardly any of their energy  

extracting value from their customers. Instead, they 

spend all their energy thinking, “How do I add 

value for my customers?” They’re really good at this 

stuff. One last time: How they sell is why they win. 

Here’s a summary of the five points:  

•  Don’t obsess completely about product-market fit. 

Obsess about experience-market fit. Embrace your 

inner Carvana. 

•  Remember that dollars flow where the friction is

low. Mechanically remove friction. Automate like

the superheroes at Atlassian. 

•  Personalize, personalize, personalize. Stop em-

bracing automation without personalization —

that’s what people call spam. Think like Netflix.

Dust for fingerprints. 

•  Sell through your customers, not just to them. Let

Glossier be your model. 

•  Rethink how customers get treated after the sale. 

Look at your terms and conditions. Give your

customer-facing employees the tools to make

things right. Delight people, the way Chewy does.

I started this article talking about my nightly 

routine. Routines can be good. But they can also 

hold you back. 

You have routines in your job, and when you fin-

ish reading this, you’re going to return to whatever it 

is that you do. You have a choice. You can do your 

normal routine: Drag the spreadsheet on your career, 

drag the spreadsheet on your company. Or you can 

set out on a new course, a more exciting one. Stop 

meeting your customer needs, and start exceeding 

them. Choose to become an experience disrupter. 

Brian Halligan (@bhalligan) is CEO of HubSpot, a 
customer experience software platform for growing 
businesses. He’s a coauthor of Inbound Marketing: 
Attract, Engage, and Delight Customers Online 
(John Wiley & Sons, 2014). This article was adapted 
from Halligan’s keynote speech at HubSpot’s  
Inbound 2019 event. Comment on this article at 
http://sloanreview.mit.edu/x/61314.
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TODAY’S BUSINESS PROBLEMS ARE COMPLEX, CUTTING ACROSS 
VERTICAL SECTORS AND REQUIRING THE INTEGRATION OF MANY 
DIFFERENT PARTS. Take the future of mobility, for example. Companies from 

different industries have developed autonomous terrestrial vehicles (cars, trucks, and 
trains) and autonomous aerial vehicles (commercial drones). These vehicles will travel on 
publicly owned and managed infrastructure on the ground and in the airspace above it. 
Communications and networking technologies (5G and low Earth orbit satellites), 
computing capabilities (cloud, edge, and eventually quantum), new financial systems 
(insurance and payments), and software to coordinate and orchestrate are required to tie it 
all together. Finally, different types of funding (private and public) are needed to pay for it.

No single organization can do it all. Yet they all strive for a common goal: reimagining the 
future of how people and goods are transported.

Sharing ideas across domains

Deloitte Consulting LLP is facilitating an initiative through its ecosystem innovation 
program, Deloitte Catalyst, designed to develop, test, scale, and commercialize advanced 
technology and business models. In the case of mobility, Hillwood, a real estate company, 
has built a 26,000-acre master-planned industrial, retail, office, and residential 
development and inland port in Texas in partnership with the Federal Aviation 
Administration and the city of Fort Worth. This considerable effort includes a railway 
company, drone manufacturer, local government, and national regulators, as well as 
entrepreneurs and academic bodies. As Hillwood worked with its transportation 
associates on the project, the planners realized they were all using similar battery 
technologies, software, and systems, according to Mike Berry, Hillwood’s president. Yet 
each was toiling away in its own silo; none of them was talking to the others. Developed 
as an ecosystem, companies within the AllianceTexas Mobility Innovation Zone are now 
developing and testing how their products, technologies, infrastructure, government 
policies, and funding mechanisms enable a better transportation system. This benefits the 

Ecosystems and the 
Future of Innovation
As fast-moving, disruptive technologies upend markets and reshape 
industries worldwide, companies face an increasingly difficult and 
expensive challenge to stay competitive. We’re seeing that the 
best way to meet this challenge is to cooperate — with startups, 
academia, government, and other types of businesses — to build 
cross-industry innovation ecosystems.

Nishita Henry, chief innovation 
officer, Deloitte Consulting LLP

Bill Briggs, global chief technology 
officer, Deloitte Consulting LLP



companies by providing a shared test bed, complete with 
infrastructure. It benefits government and regulators by 
providing knowledge about future transportation options and 
insight into how to manage them.

One of the most valuable lessons from this project so far is 
the advantage of cross-fertilization. We are learning how the 
knowledge and insight of one partner in one vertical can apply 
to another vertical or to the system as a whole. In the ecosys-
tem, a company developing new retail banking experiences, 
for example, could gain insight from teams developing pa-
tientless hospitals for the future of health — knowledge that 
it can then use to develop better fintech solutions.

The ecosystem also provides an effective way to scale solu-
tions. Rather than developing just one pilot for one use case 
and later struggling with integration and orchestration, part-
ners learn how to get everything working together from the 
outset. Demonstrating this operational relevance helps gov-
ernment and regulators develop confidence in new solutions 
and craft sensible policies. It gives customers, employees, 
and citizens a glimpse into the potential future of initiatives, 
building enthusiasm. Meanwhile, the organizations them-
selves are able to develop real products and services in a 
real-life environment, and learn how to bring them into real 
markets in volume. Equally critical, they can take what they 
have learned from this ecosystem and apply it to other proj-
ects within their organizations. And perhaps most important 
in the big picture, companies develop a core capability to look 
beyond their immediate experience and the walls of their im-
mediate future within their own industries, scanning the 
horizon to scout out new ways to innovate.

Ingredients for success

What does it take to build and maintain a healthy ecosystem? 
The most obvious elements are the right technologies and the 
right business models. But more important are the intangibles 
that create good chemistry. These include trust based on per-
sonal relationships that develop over time, shared common 
corporate values, agreement on a common vision, alignment 
of outcomes, and an understanding of what success looks like 
for each partner as well as for the project as a whole.

An important ingredient for success is keeping the focus on 
the long term rather than on short-term goals. And the key to 
that is executive leadership. Historically, ecosystems and 
partnerships have been managed by a department — pro-
curement, for example. Such management is tactical, even 

transactional. These new ecosystems are strategic and thus 
need high-level leadership. Effective executive sponsorship 
reminds companies of the common vision and helps keep 
the bureaucratic, day-to-day organizational pressures from 
getting in the way. The team responsible for the ecosystem 
should sit outside routine business operations and manage 
ecosystem participation holistically. It should report directly to 
executive management.

In fact, an evolution in the relationship between IT and finance 
is bolstering the emergence of strategic ecosystems. Tradi-
tionally, corporate financing has been rigidly tied to specific 
projects, but that works against an agile approach to innova-
tion. Ecosystem participation often requires more agile and 
portfolio-based funding, designed to achieve the maximum 
benefits from the ecosystem. We are seeing more CIOs 
being given broad, growth-oriented innovation agendas. 
Along with that, we see IT and finance leaders working to-
gether on more flexible approaches to funding innovation at 
the speed of agile. 

Effective ecosystems are becoming key to driving innovation 
and business success. Corporate executives can no longer 
keep their strategic thinking within the borders of their tradi-
tional, legacy businesses, or even within their own industries. 
A healthy ecosystem can strip off those blinders, showing the 
way to succeed in a world of quickly evolving technologies 
and business models that require good-faith coordination 
among a variety of stakeholders.

As used in this document, “Deloitte” means Deloitte 
Consulting LLP, a subsidiary of Deloitte LLP. Please see 
www.deloitte.com/us/about for a detailed description 
of our legal structure. Certain services may not be avail-
able to attest clients under the rules and regulations of 
public accounting.
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